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PREFACE
This publication is the fourteenth in a series produced by the Institute’s staff through use of
the Institute’s National Automated Accounting Research System (NAARS). The first thirteen in
the series are listed on the inside cover of this publication.
The purpose of the series is to provide interested readers with examples of the application of
technical pronouncements. It is believed that those who are confronted with problems in the
application of pronouncements can benefit from seeing how others apply them in practice.
It is the intention to periodically publish similar compilations of information of current in
terest dealing with aspects of financial reporting.
The examples presented were selected from over six thousand annual reports stored in the
NAARS computer data base.
This compilation presents only a limited number of examples and is not intended to encom
pass all aspects of the application of the pronouncements covered in this survey. Individuals with
special application problems not illustrated in the survey may arrange for special computer
searches of the NAARS data banks by contacting the Institute.
The views expressed are solely those of the staff.
George Dick
Research Administrator, Technical Information Department
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SCOPE AND PURPOSE OF THE SURVEY

TYPES OF BENEFITS
Employees are increasingly obtaining financial rewards of employment other than salaries
and wages. Pensions are probably the oldest and most popular form of benefit, and their impor
tance in the structure of employee compensation has led to government regulations over their
scope and funding. The granting of rights or options to purchase company stock is another old and
popular type of employee benefit, but unilateral issuance of stock to employees as an award or
bonus is becoming increasingly popular. Many companies make cash payments to employees,
either immediately or in the future, as a result of incentive compensation, profit-sharing, and
bonus plans; and some plans provide for either the issuance of stock or the payment of cash or
both.
Accounting for pension plans is prescribed in AICPA Accounting Principles Board Opinion
No. 8, “Accounting for the Cost of Pension Plans,” issued in November 1966. Accounting for
employee benefits involving the issuance of stock is prescribed in APB Opinion No. 25, “Account
ing for Stock Issued to Employees,” issued in October 1972, which incorporates as an appendix
AICPA Accounting Research Bulletin No. 43, Chapter 13B, “Compensation Involved in Stock
Option and Stock Purchase Plans” (1953). “Accounting Practices for Certain Employee Stock
Ownership Plans” (ESOPs) is the subject of a Statement of Position issued in December 1976 by
the AICPA Accounting Standards Division. Accounting for deferred compensation in the form of
cash payments is prescribed in paragraphs 6-8 of APB Opinion No. 12, “Omnibus Opinion—1967,”
issued in December 1967.
APB Opinion Nos. 8 and 25, and paragraphs 6-8 of Opinion No. 12, are reproduced in
Appendixes A, B, and C to this survey. Interpretation No. 3 of the Financial Accounting Stan
dards Board, “Accounting for the Cost of Pension Plans Subject to the Employee Retirement
Income Security Act of 1974: an Interpretation of APB Opinion No. 8,” issued in December 1974,
is reproduced in Appendix D. The Statement of Position by the Accounting Standards Division on
ESOPs is reproduced in Appendix E. The interpretations of APB Opinion No. 8 that were issued
during the time the Accounting Principles Board was in existence are not reproduced in this
survey, but are available in Volume 4 of AICPA Professional Standards, published for the AICPA
by Commerce Clearing House, Inc.
1

SOURCE OF ILLUSTRATIONS
Accounting for employee benefits in accordance with generally accepted accounting principles
requires considerable judgment. An accountant who is confronted with problems in accounting for
them can benefit from learning how other accountants are accounting for them in practice. Accord
ingly, 231 excerpts from financial statements contained in recently published annual reports to
shareholders of business enterprises are presented in this publication to illustrate accounting for
benefits.
The AICPA National Automated Accounting Research System (NAARS) was used to com
pile the information. The examples presented were selected from the published annual reports to
shareholders of more than 6,000 companies stored in the computer data base.
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I
PENSIONS

APB Opinion No. 8 requires pension costs to be accrued on the basis of one of several
specified actuarial methods. The Opinion states that the annual provision for pension cost should
not be less than the total of (1) normal cost, (2) interest on any unfunded prior service cost, and (3)
a provision for vested benefits if certain specified conditions exist. The annual provision for
pension cost should not be greater than the total of (1) normal cost, (2) 10 per cent of the past
service cost, (3) 10 percent of the amounts of any increases or decreases in prior service cost
arising on amendments of the plan, and (4) interest equivalents on the difference between provi
sions and amounts funded. Actuarial gains and losses are required to be spread over current and
future years or recognized on the basis of an average except under certain specified conditions.
The Opinion requires the following information concerning pension costs to be disclosed:
(1) A statement that pension plans exist, identifying the employee groups covered.
(2) A statement of the company’s accounting and funding policies.
(3) The provision for pension cost for the period.
(4) The excess, if any, of the actuarially computed value of vested benefits over the total of
the pension fund and any balance-sheet pension accruals, less any pension prepayments
or deferred charges.
(5) The nature and effect of significant matters affecting comparability for all periods
presented, such as changes in accounting methods, changes in circumstances, or adop
tion or amendment of a plan.
FASB Interpretation No. 3 discusses the impact of the Employee Retirement Income Secu
rity Act (ERISA) of 1974 on accounting for the cost of pension plans in accordance with Opinion
No. 8. The Interpretation states that any change in pension cost resulting from compliance with
the Act should enter into the determination of periodic provisions for pension expense subsequent
to the date a plan becomes subject to the Act’s participation, vesting, and funding requirements.
Two circumstances in which the Act creates a legal obligation for unfunded pension costs that
warrants accounting recognition as a liability are also discussed.
Fifty-seven examples are presented of the accounting for pension expense in apparent
conformity with Opinion No. 8. The examples are classified according to the nature of the signifi
cant matter, if any, disclosed as affecting comparability for all periods presented.
3

NO SIGNIFICANT MATTER
AFFECTING COMPARABILITY
EARTH RESOURCES COMPANY
Notes to Financial Statements
3. Commitments and Contingencies:
••••

The company has several pension plans covering substantially all employees. Such plans provide
retirement benefits through investments, insurance and trust funds. The expense of the pension plans
for 1976 and 1975 was approximately $333,000 and $404,000, respectively.
• • • •

GREAT BASINS PETROLEUM CO.
Notes to Financial Statements
(8) Commitments and Contingent Liabilities
The Company’s pension plans cover substantially all U.S. and Canadian employees. Total pension
expense for the years ended July 31, 1976 and 1975 was $147,000 and $152,000 respectively, which
includes amortization of past service cost over a ten year period. As of July 31, 1976, unfunded prior
service cost is $172,000 and the fund balances plus all balance sheet accruals are in excess of the
actuarially computed present value of vested benefits.
The Employee Retirement Income Security Act of 1974, although affecting provisions in the
Company’s U.S. pension plan, will not have a material effect on the Company’s pension costs.
• • • •

HOWELL INDUSTRIES, INC.
Notes to Financial Statements
Note E—Pensions
The Company has a noncontributory pension plan covering eligible salaried employees. Pension
expense for the year includes amortization of prior service costs over a 30-year period. Fund assets
and balance sheet accruals exceeded vested benefits by approximately $132,700 as of the most recent
actuarial valuation date. The Company’s policy is to fund pension costs accrued.
The Company also contributes to pension funds for certain hourly employees as required by union
contracts.
Consolidated Statement of Net Earnings

• • • •

Pension expense (Note E)

Year ended July 31
1976
1975
101
98

• • • •

KLEINERTS, INC.
Notes to Financial Statements
(4) Accrued expenses:
Accrued expenses consist of:

Taxes and other payroll deductions...............................................................
Compensation...................................................................................................
Pensions ............................................................................................................
Interest .............................................................................................................
Reserve for estimated loss on disposal of discontinued operations...........
Other .................................................................................................................
Total ..........................................................................................................
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As
October
2, 1976
$ 644,000
595,000
384,000
208,000
40,000
757,000
$2,628,000

of
September
27, 1975
$ 427,000
352,000
263,000
693,000
247,000
748,000
$2,730,000

(6) Pensions:
The Company has a pension plan available to the majority of its employees, subject to certain age
and service requirements. Additionally, certain employees of one of the Company’s subsidiaries are
covered by a separate plan. The Company accrues and funds pension costs currently except that a
portion of the 1974 contribution has been deferred. The actuarially computed value of vested benefits
of the plans does not exceed the total of the pension fund assets.
Pension costs charged to income in the statement of consolidated operations were $426,000 and
$301,000 for the fiscal years 1976 and 1975, respectively. Actuarial valuations performed for fiscal 1977
which include the effect of the Pension Reform Act of 1974 have been completed and will not mate
rially increase future annual pension costs.
OKLAHOMA NATURAL GAS COMPANY
Notes to Financial Statements
(F) The Companies have an employee retirement plan covering substantially all of their
employees. The annual cost for the years ended August 31, 1976 and 1975, was $3,437,000 and
$2,836,000, respectively, which includes amortization of prior service costs over a period of 25 years.
The actuarially computed present value of vested benefits as of December 31, 1975 (the plan yearend), exceeded the total market value of the assets by $4,858,000.
••••

RUSSELL STOVER CANDIES, INC.
Notes to Financial Statements
H. Pension Plan:
The Company has in effect a pension plan which covers certain factory employees. Pension
expense, which includes amortization of prior service cost over a period of forty years, amounted to
$133,913 and $113,600 for the years ended August 31, 1976 and 1975, respectively. The pension plan is
not funded. The actuarially computed value of vested benefits as of August 31, 1976 exceeded the
balance sheet accrual by approximately $171,476.
WORCESTER CONTROLS CORPORATION
Notes to Financial Statements
F. Pension Plans:
The Company and certain of its subsidiaries contribute to several pension plans covering substan
tially all employees who have met certain age and experience requirements. The costs of these plans,
which are funded currently with insurance companies, include amortization of prior service costs over
periods up to thirty years, and were charged to operations ($404,000 in 1976 and $290,000 in 1975).
At August 31, 1976 and 1975 the actuarially computed value of vested benefits exceeded the value
of the related funds by approximately $238,000 and $275,000, respectively.

ACTUARIAL ASSUMPTIONS CHANGE
THE AMERICAN DISTILLING COMPANY
Notes to Financial Statements
Note 8—Employee Benefits
Retirement Plans
The Company has two non-contributory retirement plans in effect, one covering certain hourly
employees and the other covering salaried employees. The Company’s liability for prior service cost in
connection with the hourly employees’ plan is limited to an amount included in the fixed rate of
contribution set forth in the union contract.
Under the salaried employees’ plan, the value of plan assets exceeded the present value of vested
benefits by $660,000 (in 1975 the present value of vested benefits exceeded plan assets by $356,000). The
prior service liability ($1,722,000 in 1975) was eliminated due to revised actuarial assumptions reflect
ing more realistic estimates of anticipated plan costs and favorable actuarial experience during the
plan year. The cost of the retirement plans for 1976 was $309,000 ($398,000 in 1975). The effect of
complying with the Employee Retirement Income Security Act of 1974 on the consolidated financial
statements is not significant.
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BANK BUILDING & EQUIPMENT CORPORATION OF AMERICA
Notes to Financial Statements
2. Pension Plan
During 1976, actuarial assumptions regarding investment yield, mortality rates and future com
pensation and turnover rates of active participants were modified to reflect current market conditions
and experience. The prior years’ actuarial assumptions resulted in higher pension costs than would
have been required using these more realistic assumptions. As an example, 1976 pension costs after
income taxes would have been $117,000 or 10¢ per share higher under the previous assumptions.
Pension expense under the plan covering substantially all full time salaried employees amounted
to $525,000 in 1976 and $671,000 in 1975. Based on the latest actuarial report, unfunded vested
benefits approximated $350,000 compared to $1,951,000 the preceding year.
INDIANA GAS COMPANY, INC.
Notes to Financial Statements
4. Retirement Plans
The Company has four noncontributory retirement plans covering all employees meeting certain
minimum age and service requirements. The total cost of the plans was $751,000 in 1976 and $923,000
in 1975. The Company’s policy is to fund the cost of the retirement plans as accrued. At the most
recent dates of annual valuation, the actuarially computed value of vested benefits of one of the plans
exceeded the total assets of the plan by approximately $658,000.
The Company amended its pension plans to conform to the Pension Reform Act of 1974. The effect
on annual pension costs and the funding of such costs and the effect on unfunded vested benefits
resulting from these amendments will not be significant.
Changes were made as of January 1, 1976 in certain actuarial assumptions for two of the plans.
These changes, principally increases in assumed interest rates, had the effect of decreasing the normal
annual plan costs by approximately $97,000.
OUTBOARD MARINE CORPORATION
Notes to Financial Statements
(13) Pension Programs
The Company and its subsidiaries have trusteed or insured pension programs for substantially all
employees. Total pension expense charged to earnings was $9,094,000 and $9,701,000, respectively,
for 1976 and 1975, including prior service cost, which is being charged to expense over a thirty-year
period, plus interest. In 1976, the Company revised actuarial assumptions for wage levels and the
discount rate which had the effect of decreasing pension expense for the year by approximately
$1,293,000. The Company’s policy is to fund amounts sufficient to maintain pension fund assets in
excess of vested benefits. Prior to 1976, the Company funded pension expense as it accrued. At
September 1, 1976, the date of the latest actuarial valuation, the unfunded prior service cost was
$42,769,000 and pension program assets exceeded the actuarial determined value of vested benefits.
PEOPLES DRUG STORES, INCORPORATED
Notes to Financial Statements
10. Pension Plans: The Company maintains a contributory pension plan open to all full-time
employees of the Peoples Division upon completion of one year of continuous service and having
attained age 25, provided they have not attained age 60. The Company’s policy is to fund the pension
cost accrued each year. The annual cost of this plan was $379,000 for 1976 and $802,000 for 1975, which
included amortization of prior service cost over a period of 30 years. As of January 1, 1976 (date of
latest actuarial review), the unfunded prior service cost was $922,000 and the fund assets exceeded
the actuarially computed value of vested benefits by $3,171,000. During 1976, the plan was amended
to meet the requirements of the Pension Reform Act of 1974, and, in addition, changes were made to
expand participation, revise actuarial assumptions for, among other things, interest rates and
employee turnover and merge two previously separate funds. The effect of these changes was to
decrease annual cost from $802,000 in 1975 to $379,000 in 1976 and to decrease prior service cost from
$3,605,000 in 1975 to $922,000 in 1976.
Substantially all nonunion employees and certain union employees of the Lane companies are
covered by a defined contribution retirement plan, established in April 1975. Contributions under this
plan were $149,000 in 1976 and $81,500 in 1975 and are based upon and limited to specified percentages
of the compensation of covered employees. There is no unfunded past service cost for this plan.
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SCHLUDERBERG-KURDLE CO., INC.
Notes to Financial Statements
Note C—The Company’s Retirem ent Pension Plan provides retirem ent pensions for all
employees who meet the age and service requirements. The pension plan is noncontributory and is
segregated between bargaining employees and nonbargaining employees.
Pension expense was $691,000 and $1,174,000 in 1976 and 1975, respectively, which includes
provision for amortization of prior service liability on a thirty-year basis.
During the current year, the Company made several changes to the pension plan provisions and
actuarial assumptions to comply with the Employee Retirement Income Security Act of 1974. These
changes, the most significant of which adjusted the assumed earnings rate on pension fund assets from
4.5% to 7%, decreased 1976 pension expense by approximately $583,000 and increased net income by
$282,000 or $2.85 per share.
It is the Company’s policy to fund amounts which are required to keep the plan actuarially sound;
however, the amounts accrued may differ from amounts funded and deducted for income-tax pur
poses. Cumulative deferred taxes relating to the excess amounts accrued are included in prepaid
expenses and amounted to $134,500 and $284,000 at October 31, 1976 and November 2, 1975, respec
tively.
The actuarially-computed value of vested benefits exceeded the total of the pension fund assets
(based on cost at the latest valuation date) and related balance sheet accruals by $3,348,000. This
excess amounted to $3,421,000 using market values at December 31, 1975 for equity securities held by
the funds.

STANDARD-COOSA-THATCHER COMPANY
Notes to Financial Statements
Employee Retirement Plans
The Company maintains noncontributory retirem ent plans covering a majority of their
employees. Total pension expense for 1976 was $1,121,366 as compared with $606,500 for 1975.
During fiscal 1976 the retirement plans were amended to comply with the requirements of the
Employee Retirement Income Security Act of 1974, to change certain actuarial assumptions and to
provide for the inclusion under the plans of the majority of the employees of Carlton, Inc.
Summary of Significant Accounting Policies
• • • •

Pension cost includes normal cost and amortization of prior service cost over thirty years. The
Company funds such costs as accrued.
• • • •

UNIVERSITY PATENTS, INC.
Notes to Financial Statements
6. Regal Pension Plan
Effective March 31, 1975, Regal adopted a noncontributory pension plan covering substantially all
of its hourly and salaried employees. The pension expense provided and paid for the four months
ended July 31, 1975, was approximately $15,300. Pension expense provided in fiscal 1976 was $57,900.
Regal’s policy is to fund pension cost accrued and to amortize prior service costs over a period of 30
years. The actuarially computed value of vested benefits exceeded fund assets and balance sheet
accruals by approximately $92,100 at July 31, 1976 and the unfunded past service cost at that date was
$376,000.
The pension cost estimates for 1975 were based on assuming an 8% return on fund assets, which
was the rate determined by Regal’s management. The initial review estimate from Regal’s actuary
based on this 8% rate was qualified and the actuary recommended that a 7% rate be used. The 7% rate
would have resulted in an additional provision of approximately $3,300 for the four months ended July
31, 1975. The 1976 estimates of pension costs reflected certain corrections of actuarial assumptions of
which a change in the assumed return on fund assets to 7% was the most significant.
7

ACTUARIAL COST METHOD CHANGE
GULF & WESTERN INDUSTRIES, INC.
Notes to Financial Statements
Note H—Commitments and Contingencies
• • • •

The Company and its subsidiaries have numerous pension plans covering substantially all perma
nent employees. Pension expense was $37,300,000 for 1976 and $30,800,000 for 1975. As of the most
recent valuation dates (primarily December 31, 1975), the actuarially computed value of vested ben
efits under the pension plans exceeded the market value of total fund assets of such plans and balance
sheet liabilities by approximately $140,000,000.
In accordance with the provisions of the Employees Retirement Income Security Act of 1974, the
Company commenced making certain amendments to the provisions of its pension plans and certain
changes in the actuarial determination of pension costs beginning January 1, 1976. Management does
not expect the effect of the required changes on future pension costs and unfunded vested benefits to
be significant.
• • • •

J.P. MORGAN & CO. INCORPORATED
Notes to Financial Statements
12. Employee Benefits
Noncontributory retirement plans are in effect for substantially all full-time employees of Morgan
Guaranty over 25 years of age. Morgan Guaranty’s policy is to fund the accrued cost of the retirement
plans. The actuarially determined contributions under the plans charged to income for the years 1976
and 1975 were $10,010,000 and $8,995,000, respectively.
The plan for United States employees, covering a large majority of all employees, provides for
normal retirement at age 65. Under specified conditions the plan also permits early retirement and
payment of spouse’s and eligible children’s benefits and provides for payment of vested benefits to
terminated employees. Effective July 1, 1976 certain changes were made in the plan to comply with
the Employee Retirement Income Security Act. Pursuant to such changes, an employee with ten
years of service after age 22 is vested as to 100% of the benefit due, and gains and losses, including
changes in market value of the plan’s assets, are recognized on the basis of a five-year moving average
in the determination of the annual contribution to the plan. Prior service liabilities under the plan are
fully funded. At December 31, 1976 the market value of the plan’s assets exceeded the actuarially
computed value of the vested benefits by approximately $23,600,000.
• • • •

ADOPTION OF PENSION PLAN
ALBERTO-CULVER COMPANY
Notes to Financial Statements
(8) Pension Plan
During 1976, the company adopted a non-contributory pension plan covering eligible employees at
one of its major manufacturing plants. Pension expense for the year ended September 30, 1976 was
$32,000. As of April 1, 1976, the excess of the actuarially computed value of vested benefits over
pension fund assets was $138,000 and unfunded prior service costs were $376,000.
BAZA’R, INC.
Notes to Financial Statements
Note O—Pension Plan:
Effective February 2, 1975, the Company adopted a contributory pension plan for employees not
covered under union plans. According to the provisions of the plan, there were no vested benefits as of
the effective date. The Company’s contribution amounts to 5% of gross wages paid to participating
employees. General and administrative expense for the years ended July 31, 1976 and August 2, 1975
include $96,442 and $42,000, respectively, for contributions made.
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GORDON JEWELRY CORPORATION
Notes to Financial Statements
6. Pension Plan
As of January 1, 1975, the Company adopted a pension plan covering substantially all employees
who meet certain age and employment criteria. The total pension expense for the years ended August
31, 1976 and 1975 was approximately $797,000 and $492,000, respectively. The actuarially computed
value of vested benefits as of the latest valuation date exceeded fund assets and balance sheet accruals
by approximately $1,900,000.
SGL INDUSTRIES, INC.
Notes to Financial Statements
7. Retirement Income Plan:
Effective May 1, 1976, the company established a noncontributory retirement income plan cover
ing substantially all salaried employees. The company’s contribution to the plan is based on consoli
dated profits as a percentage of net sales, as defined, for the year. Costs accrued under the plan for
fiscal 1976 amounted to approximately $34,000, and it is the company’s policy to fund retirement
income costs accrued.

AMORTIZATION OF PAST SERVICE COST, CHANGE IN
NORTHWESTERN STEEL AND WIRE COMPANY
Notes to Financial Statements
(3) Pensions:
The Company has noncontributory pension plans for all employees. Prior to fiscal 1976, the
Company’s policy had been to provide for pension costs based on actuarially-determined currentservice costs and interest on unfunded prior-service costs. The Company, beginning in fiscal 1976,
revised the method of providing for pension costs to also include amortization of unprovided priorservice costs over 40 years. The effect of this change (increase in fiscal 1976 pension costs of approxi
mately $580,000) on net income for fiscal 1976 was insignificant. Pension costs charged to income were
$9,372,420 in fiscal 1976 and $7,030,030 in fiscal 1975. As of January 1, 1976 (date of the most recent
actuarial valuation), the actuarially computed value of vested benefits for the pension plans exceeded
the total assets of the pension fund and balance sheet reserves by approximately $10,800,000. Esti
mated prior-service costs not funded or otherwise provided in the accounts as of January 1, 1976,
approximated (before future income tax effect) $69,000,000.
Contributions to the pension trust were $9,694,820 and $3,162,030 applicable to fiscal 1976 and
1975, respectively. Prior to fiscal 1976, contributions to the pension trust were made under the
Company’s plan for union employees in amounts sufficient to fully fund the pension for those who have
retired. The excess of the amount provided over the amount funded was credited in prior years to the
reserve for pensions. Beginning in fiscal 1976, in compliance with certain provisions, which became
effective in 1976, of the Employment Retirement Income Security Act (ERISA) of 1974, contributions
to the pension trust for all plans are required to be made in amounts sufficient to meet the currentservice costs and interest on and amortization of unfunded prior-service costs over a period of approx
imately 40 years. The difference ($322,400) of the contributions applicable to fiscal 1976 over the
amount of pension costs charged to income has been charged to the reserve for pensions.
The August 1, 1974 labor agreements provide for improved benefits effective August 1, 1975. In
addition, ERISA required the Company to amend its pension plans in 1976 to conform with certain
provisions of the Act. The pension costs for fiscal 1976 increased as a result of the improved benefits
under the labor agreements, ERISA, increased employee earnings and the effect of amortization of
unprovided prior service-costs over 40 years. Vested benefits increased approximately $20,000,000 as
a result of improved benefits under the labor agreements, and ERISA. The aggregate increase in the
contribution applicable to fiscal 1976 was principally attributable to improved benefits under the labor
agreements, and ERISA.
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ROHR INDUSTRIES, INC.
Notes to Financial Statements
Note 12—Pension Plans
The Company has several pension plans covering substantially all employees. Total pension
expense which included amortization of prior service cost over periods up to 40 years was approxi
mately $9.3 million in Fiscal 1976 and $7.7 million in Fiscal 1975. During Fiscal 1976, a change in the
period of amortization of prior service costs on three of the Company’s major pension plans from 30 to
40 years decreased pension expense by $376,000 and reduced the net loss and net loss per average
share by approximately $128,000 and $.03 respectively. The actuarially computed value of vested
benefits for all plans at July 31, 1976 exceeded the total of the pension funds and accruals by approxi
mately $23.7 million.
The Company’s obligations under its non-funded supplementary retirement plan as actuarially
determined at July 31, 1976 was $3.1 million including past service costs. As authorized by the Board
of Directors in 1971, this amount is recognized in the Company’s accounts and past service costs are
being amortized over a twelve-year period.
SOUTHWESTERN PUBLIC SERVICE COMPANY
Notes to Financial Statements
(6) Retirement Plan
There has been in effect, since 1954, a contributory trusteed retirement plan available to
employees with at least one year’s service. The plan provided for retirement at age 65 as well as
payment of certain death benefits. Since inception of the plan, the Company’s policy had been to fund
currently accrued costs of the plan and to pay the unfunded prior service costs over a period of 30
years. This plan was amended as of July 1, 1976, to meet the requirements of the Employee Retire
ment Income Security Act of 1974 (ERISA) and to further update the plan. Changes made under this
amendment were (i) shortening the required vesting period, (ii) conversion to make the plan noncon
tributory, and (iii) funding prior service costs over 30 years from July 1, 1976, to more properly
apportion the costs of the plan between current and future stockholders and customers. As of July 1,
1976, the unfunded prior service cost was approximately $28,660,000; as of that date, the actuarially
computed value of the vested benefits of the fund exceeded the market value of the assets in the fund
by approximately $1,844,000. Retirement plan expenses, including provision for prior service costs,
were $2,903,000 and $2,260,000 for the years ended August 31, 1976 and 1975, respectively.

BENEFITS IMPROVEMENT, UNSPECIFIED
ADDRESSOGRAPH-MULTIGRAPH CORPORATION
Notes to Financial Statements
Pensions
The company and its subsidiaries have pension plans, both contributory and noncontributory,
covering substantially all of their employees. Pension expense for the years ended July 31, 1976 and
1975 was $11,056,000 and $10,763,000 respectively. The company has improved the benefits of certain
of its major domestic plans which will increase annual pension expense approximately $1,300,000
beginning in 1977. For one plan, the actuarially computed value of vested benefits at the most recent
valuation date, adjusted for pension improvements in 1976, exceeded the current market value of
pension fund assets and balance sheet accruals at July 31, 1976 by approximately $10,300,000.
THE FIRESTONE TIRE & RUBBER COMPANY
Notes to Financial Statements
Pension Plans
The majority of the Company’s employees are covered by trusteed contributory and non
contributory pension plans. Minor changes in these pension plans required by the Employee Retire
ment Income Security Act of 1974 became effective on November 1, 1976. These changes will not
result in a material increase in annual pension cost.
The cost of these pension benefits was $60,056 in 1976 and $56,373 in 1975, including amortization
of prior service cost over 25 years. Pension cost increased in 1976 principally as a result of a partial
year’s effect of improved benefits. Pension costs accrued are funded by payments to trustees. Based
upon the latest actuarial report at December 31, 1975, adjusted to reflect the impact of improved
benefits effective in 1976, the amount required to fund prior service cost of such major plans was
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$490,000 and the actuarially computed value of vested benefits for the plans exceeded pension fund
assets by $274,000.
INTERNATIONAL BUSINESS MACHINES CORPORATION
Notes to Financial Statements
Retirement Plans
The company and its U.S. subsidiaries have had for many years a trusteed, non-contributory
retirement plan covering all regular and part-time employees. At December 31, 1976, there were
9,466 individuals receiving benefits under this Plan. Certain subsidiaries outside the United States
have retirement plans under which funds are deposited with trustees, reserves are provided, or
annuities are purchased under group contracts. The cost of all plans totaled approximately $590
million for the year 1976, compared with $419 million for the year 1975. At December 31, 1976,
unfunded or unprovided for prior service costs under all plans amounted to approximately $727
million.
At the latest valuation dates, the actuarially computed value of retirement benefits vested under
the terms of certain plans, which included a portion of the above-mentioned prior service costs,
exceeded the market value of fund assets and balance sheet reserves by approximately $161 million.
The excess value of vested benefits is mainly attributable to the 1976 amendment to the U.S. Plan that
added prior service cost of approximately $400 million, which is being funded over 10 years.
OSCAR MAYER & CO., INC.
Notes to Financial Statements
Pension Plans
Pensions are provided under company-administered trusteed plans covering substantially all
employees. A limited number of employees are covered by collective bargaining agreements under
which payments are made to union-administered funds. With respect to the trusteed plans, the
actuarially determined approximate value of vested benefits and the market value of pension fund
assets at the dates of the most recent actuarial valuations were as follows:

Vested benefits
Fund assets
Excess of benefits over assets

January 1
1976
1975
$110,700,000 $94,700,000
70,300,000
51,700,000
$ 40,400,000 $43,000,000

At October 30, 1976, the market value of pension fund assets plus accrued pension cost (which was
paid on November 1, 1976) was approximately $92,000,000. Unfunded prior service cost was
$54,800,000 at the 1976 valuation date.
Pension expense for the trusteed plan was $12,400,000 in 1976 and $10,800,000 in 1975. The
increase resulted primarily from increases in benefits and number of covered employees.
Recently signed union contracts provide for a 50% increase in benefits over the three years
beginning January 1, 1977. This will result in an increase in 1977 pension costs of approximately
$4,000,000 and an increase in vested benefits of approximately $19,000,000.
PURITY SUPREME, INC.
Notes to Financial Statements
6. Pension Plan
The Company has a pension plan covering a significant number of their eligible full time
employees. The plan is contributory, with the Company currently funding its portion of the total cost
as actuarially determined. The total pension expense was approximately $220,000 and $180,000 for
1976 and 1975 respectively. The Company is amortizing the prior service costs of its plan over a
thirty-year period.
The provisions of the Pension Reform Act of 1974, became effective in 1976, and required the
Company to amend its pension plan. The conforming amendments, which increased the number of
participants in the plan, increased the cost of benefits to be provided to participants and resulted in an
increase of approximately $41,000 in the 1976 pension expense.
In addition, the Company is required under existing union contracts to make contributions to
union pension plans. Contributions amounted to $253,000 and $211,000 in 1976 and 1975 respectively.
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RELIANCE ELECTRIC COMPANY
Notes to Financial Statements
Note G—Pensions
Substantially all employees are covered by pension and retirement plans of the Company. The
expense of these plans was $9,954,000 in 1976 and $8,779,000 in 1975, representing each period’s
current costs and amortization over 40 years of unfunded prior service costs. The Company’s policy is
generally to fund pension costs charged against earnings. The increased expense for 1976 was due
primarily to increased benefits. At October 31, 1976 certain of the plans had unfunded vested benefits
aggregating $27,705,000; for the other plans, vested benefits were overfunded.
ROCKWELL INTERNATIONAL CORPORATION
Notes to Financial Statements
16. Retirement Plans
The Company has various retirement plans which cover most of its employees and which provide
generally for monthly pension payments to eligible employees upon retirement.
It is the policy of the Company to fund accrued retirement plan costs. Such costs are actuarially
computed using the aggregate cost, entry-age normal and unit credit methods. Under the aggregate
cost method, all presently unfunded costs, including prior service costs, and all changes in costs due to
experience or other factors are spread over the remaining service lives of the participants. Under the
entry-age normal and unit credit methods, costs include, in addition to current service costs, amortiza
tion of unfunded prior service costs, generally over a thirty-year period.
The provision for retirement plan costs amounted to $139.3 million for 1976 and $120.9 million for
1975. The increase in costs is due principally to increased benefits under certain plans. The actuarially
computed value of vested benefits, as of the most recent valuation dates, under certain plans exceeded
the market value of fund assets and balance sheet accruals by approximately $230.0 million.

CONTRIBUTORY TO NONCONTRIBUTORY, CHANGE
DIEBOLD, INCORPORATED
Notes to Financial Statements
Note 5: Pension and Retirement Plans
The company has pension plans for eligible employees. The plans provide retirement benefits
based on compensation and length of service or on years of service only. During 1976 and 1975, the
major pension plans of the company were amended to provide increased benefits, including the
elimination of the employee contribution feature of the principal salary plans. The employee contribu
tions made under the salary plans were refunded to the employees with interest. In addition, the plans
were amended to comply with the Employee Retirement Income Security Act of 1974.
The total pension expense was approximately $2,987,000 in 1976 and $2,569,000 in 1975 and
includes, as to certain plans, amortization of past service costs over varying periods not to exceed
forty years. It is the policy of the company to either fund or accrue pension costs each year.
The actuarially computed value of vested benefits for all plans, as of the latest valuation dates,
exceeded the total pension funds and the balance sheet accruals by approximately $12,825,000 at
December 31, 1976 and $7,725,000 at December 31, 1975.
TESORO PETROLEUM CORPORATION
Notes to Financial Statements
Note G—Retirement Plan
On January 1, 1975 the Company converted its retirement plan from a qualified contributory to a
qualified non-contributory plan which provides retirement benefits for eligible employees. At the
present time approximately 84% of the employees of the Company and its subsidiaries are covered by
the plan. Approximately 51% of the covered employees participate in the plan. It is anticipated that
most of the remaining covered employees will become participants when they meet the eligibility
requirements.
The total pension expense for the year ended September 30, 1976 and 1975 was approximately
$1,352,000 and $646,000, respectively. As of January 1, 1976, the date of the latest actuarial valuation
of the plan, the assets of the fund exceeded the actuarially computed value of vested benefits.
Unfunded prior service costs, net of amortization, were approximately $5,300,000 under the revised
retirement plan.
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ERISA COMPLIANCE, UNSPECIFIED
COMMONWEALTH EDISON COMPANY
Notes to Financial Statements
(10) Service Annuity Systems
The non-contributory service annuity systems cover all regular employes. The service annuity
systems have been amended, effective as of January 1, 1976, to conform with certain provisions of the
Employee Retirement Income Security Act of 1974.
Provisions for contributions to the related trust funds for 1976 and 1975 were $43,061,000 and
$37,928,000, respectively, and were equivalent to actuarial normal costs based on the aggregate cost
method.
At December 31, 1976, the current value of the trust funds approximated the estimated actua
rially computed value of vested benefits at that date, which estimate was based upon the latest
actuarial valuation as of January 1, 1976.

JACOBSON STORES INC.
Notes to Financial Statements
(6) Pension Plan
The Company has a trusteed noncontributory pension plan covering substantially all of its
employees. Pension expense was $180,000 in 1976 and in 1975, which includes amortization of prior
service costs over 30 years. The Company’s policy is to fund pension cost accrued. The actuarially
computed value of vested benefits exceeded the assets in the fund by $103,600 as of August 1, 1975,
the date of the latest valuation.
Provisions of the Pension Reform Act of 1974, effective in 1976, require the Company to amend its
pension plan, which will have the effect of increasing the Company’s annual contribution. Although an
actuarial study is not complete, the resulting increase in annual pension expense for fiscal 1977 and
subsequent years is estimated at $350,000 to $450,000 per year.

LANECO, INC.
Notes to Financial Statements
(11) Pension and Incentive Compensation Plans
The Company has a non-contributory pension plan covering certain of its employees. The Com
pany’s policy is to fund pension cost accrued. Pension expense under this plan was $25,000 in 1976 and
$24,000 in 1975. The pension fund assets exceeded the actuarially computed value of vested benefits at
September 25, 1976. The Company is in the process of amending this plan to comply with the
Employee Retirement Income Security Act of 1974. The effects of these amendments have not yet
been determined.
The Company also contributes to several union pension plans covering union employees. The
contributions for these plans were $181,000 in 1976 and $120,000 in 1975. Under terms of certain union
agreements the Company has agreed to pay such contributions as are from time to time necessary to
maintain the soundness of the plans. No payments have been required under these terms.
• • • •

THE LODGE & SHIPLEY COMPANY
Notes to Financial Statements
7. Pension Plans
The Company’s pension plans cover all employees and provide for monthly retirement benefits,
normally at age 65, and after completion of continuous service requirements.
Pension amounts expensed for 1976 and 1975 were $427,000 and $363,600 respectively. The
actuarially computed value of vested benefits for the plans, at the most recent valuation date, ex
ceeded the market value of trust assets at December 31, 1976 by approximately $850,000.
The effects of the provisions of the Employee Retirement Income Security Act of 1974 will apply
to the Company in 1977. The Company estimates that if the provisions of this act had applied in 1976,
pension expense would have been approximately $30,000 to $40,000 greater, and the actuarially
computed value of vested benefits would be approximately $550,000 to $650,000 greater.
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REALEX CORPORATION
Notes to Financial Statements
6. Pension Plan:
The Company’s pension plan covers substantially all of its production employees. Pension expense
of $36,500 in 1976 and $31,500 in 1975 includes amortization of prior service cost over thirty years. The
Company’s policy is to fund pension cost accrued. As of the latest actuarial calculation, November 1,
1975, the actuarially computed value of vested benefits did not exceed the pension fund assets.
Provisions of the Pension Reform Act of 1974, which will become effective in fiscal 1977, will
require the Company to amend its pension plan which will have the effect of increasing the cost of
benefits provided to participants. It is not practicable at the present time for the Company to deter
mine the effect of the resulting increase on annual pension expense, the funding of pension costs for
fiscal 1977 and subsequent years or on unfunded vested benefits.
TOBIN PACKING CO., INC.
Notes to Financial Statements
Note 4—Pension Plans
Retirement benefits for all eligible employees are provided under noncontributory pension plans.
Pension costs were $949,000 and $1,001,000 for the years 1976 and 1975, respectively, and it is the
Company’s policy to fund pension costs when accrued. Prior service cost of $4,517,000 is being
amortized over 40 years. The actuarially computed value of vested benefits exceeded the total market
value of the pension fund assets by approximately $3,757,000 at August 31, 1976, the date of the most
recent actuarial valuation for most plans. Changes were made during 1976 to bring the plans into
compliance with the provisions of the Employee Retirement Income Security Act of 1974.

NUMBER OF EMPLOYEES COVERED, CHANGE
DAYTON MALLEABLE INC.
Notes to Financial Statements
Note H—Employees’ Pension Plans
The Company has several pension plans covering substantially all of its employees. The total
pension expense for 1976 (including amortization of prior service cost over 30 years or less) was
approximately $4,973,000 ($3,878,000 in 1975). The expense increased primarily because of benefit
improvements and changes in employment levels. At this time, the impact of the Employee Retire
ment Income Security Act on future pension costs and the funding thereof is expected to be minimal.
The Company’s policy is to fund pension costs accrued. At August 31, 1976, the vested benefits of
certain plans exceeded the assets in the plans and accruals by approximately $15,856,000.
R.R. DONNELLEY & SONS COMPANY
Notes to Financial Statements
2. Retirement Benefit Plan
The Company’s retirement benefit plan covers all employees who are 25 years of age or older. The
trust fund assets exceed the actuarially computed value of vested benefits under the plan. It is the
Company’s policy to contribute both the full annual normal cost of the plan as actuarially determined
and the prior service costs (attributable to plan improvements) which are being amortized over a
30-year period ending in 1998. Costs of the plan charged to operations were $7,239,000 in 1976 and
$6,325,000 in 1975. The increase in pension costs resulted from an increase in the number of plan
participants offset in part by changes in actuarial assumptions that are expected to more accurately
reflect the anticipated experience of the plan. The unfunded prior service obligation at December 31,
1976, which reflects the changes in actuarial assumptions, was $20,700,000.
THE ECHLIN MANUFACTURING COMPANY
Notes to Financial Statements
Note 8—Pension Plans:
The Company has non-contributory pension plans covering a majority of its domestic employees.
The Company also contributes to pension plans for employees of certain foreign subsidiaries. Pension
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costs were $874,000 in 1976 and $504,000 in 1975. The increased expense in 1976 results primarily from
the inclusion of additional operating units under the plan and from pension plan amendments required
by The Employee Retirement Income Security Act of 1974. Unfunded prior service costs aggregated
$3,663,000 at August 31, 1976. The actuarially computed values of vested benefits approximated fund
assets at August 31, 1976.
HUMANA INC.
Notes to Financial Statements
3. Retirement Plan:
The Company has a plan providing retirement benefits for substantially all employees. Retire
ment plan expense was $1,525,000 for 1976 and $712,000 for 1975.
The policy of the Company is to fund amounts equal to retirement plan expense accrued. Amounts
funded at August 31, 1976 exceed the computed value of vested benefits.
The increase in expense for 1976 resulted from an increased number of employees becoming
eligible for inclusion in the plan and from plan improvements.
PANDEL-BRADFORD, INC.
Notes to Financial Statements
F. Pension Plan:
The Company has a pension plan covering substantially all of its employees. Pension expense
amounted to $163,901 for fiscal 1976 and $116,912 for fiscal 1975, including amortization of past service
cost over thirty years. The Company’s policy is to fund pension costs accrued. Pension expense
increased in 1976 as a result of an increase in the number of employees covered under the plan.
PEAVEY COMPANY
Notes to Financial Statements
Note 7
Pension Plans
The Company and its subsidiaries have several pension plans covering substantially all of their
employees. The total pension plan expense was $1,860,000 in 1976 and $2,226,000 in 1975, which
includes as to certain plans, amortization of prior service cost principally over 30 years. Based on the
most recent actuarial determinations, the assets of two plans exceed the vested benefits, while for all
other plans the computed value of vested benefits exceeds the pension fund assets and balance sheet
accruals by approximately $2,400,000. The total unfunded past service costs of the plans was approxi
mately $6,300,000.
During 1976, certain plans improved their benefits. In addition, changes were made in certain
actuarial methods and assumptions. The improved benefits and actuarial changes resulted in a net
decrease in pension expense of $520,000. There were increases in pension expense due to other
factors; principally, additional employees covered by the plans.
The Company is currently amending its pension plans to comply with the provisions of the
Employee Retirement Income Security Act of 1974 and has determined that the required changes will
increase pension expense in fiscal year 1977 by approximately $200,000.
SILO, INC.
Notes to Financial Statements
7. Pension Plan:
The Company has a pension plan covering certain salaried and hourly employees except those
employees covered by outside pension programs. The total pension expense for the year was $40,000
in 1976 and $70,000 in 1975. Pension fund assets exceeded the actuarially computed value of vested
benefits at July 31, 1976 and 1975. The decreased pension expense in 1976 is principally attributable to
the death of two officers of the Company. As a result of the deaths, past service costs became fully
funded.
The Pension Reform Act of 1974 requires the Company to amend its pension plan to conform with
certain provisions of the Act, which will become effective in 1976. The Company believes that the
effect on annual pension costs and the funding of such costs for 1977 and the subsequent years
resulting from this amendment will not be significant.
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PAYROLL COST INCREASE
BURROUGHS CORPORATION
Notes to Financial Statements
9. Pension Plans
Retirement income plans cover substantially all of the employees of the Company and its sub
sidiaries. The Company and its domestic subsidiaries have retirement plans under which funds are
deposited with trustees. All major subsidiaries outside the U.S. provide pension plans for their
employees which conform to the practice of the country in which they do business. Some of these plans
are trusteed, some are insured, others are government plans or industry group plans.
Pension costs charged to operations in 1976, 1975, 1974, 1973 and 1972 amounted to $28,300,000,
$26,600,000, $19,100,000, $13,900,000 and $12,900,000, respectively, including amortization of prior
service costs over periods up to 30 years. It is the Company’s practice to fund pension costs as accrued.
The increases in pension costs since 1973 are attributable to plan amendments, more employees in the
plans, and increased payrolls. As of the latest valuation date, December 31, 1975, prior service costs
and the actuarially computed value of vested benefits of all plans exceeded the total of their funds (at
market) by approximately $152,000,000 and $117,000,000, respectively.
HYDROMETALS, INC.
Notes to Financial Statements
Pension Plans and Expense
The company and its subsidiaries have pension plans covering substantially all employees. Total
pension expense for 1976 and 1975 was $767,000 and $576,000, respectively. Unfunded prior service
costs at the latest plan evaluation dates were $3,883,000.
The pension plans and the accounting for their costs were changed effective with the plan years
beginning in 1976. The increase in pension expense for 1976 as compared to 1975 is attributable to
these changes and to the effect of an increase in payroll costs in 1976. The amount of the increase
attributable to each of these factors has not been quantified.
WM. WRIGLEY JR. COMPANY
Notes to Financial Statements
Pensions
The Company and its major wholly-owned associated companies maintain group pension plans
covering substantially all employees. Pension costs under all plans are generally funded as accrued.
There are no significant unfunded vested benefits or, on a plan termination basis, any unfunded past
service liabilities at December 31, 1976. The cost of all plans charged to earnings was $3,118,000 in
1976 and $2,810,000 in 1975. The increase was primarily due to higher payroll costs in 1976.

PENSION AMOUNTS INCREASE
RANCO INCORPORATED
Notes to Financial Statements
Note 9. Retirement Plans:
The Company and its subsidiaries have several retirement plans covering substantially all
employees including employees of international subsidiaries. Certain of the retirement plans covering
international employees are insured plans, while certain other international plans and the domestic
plans are funded plans. It is the Company’s policy to fund pension cost accrued and total retirement
expense for 1976 and 1975 was approximately $1,529,000 and $1,335,000, respectively. For 1975 the
domestic pension provision included normal costs, interest on the unfunded accrued liability and a
provision for vested benefits. In 1976 the domestic pension provision included normal costs and a
provision for amortization of the unfunded accrued liability over thirty years. The domestic pension
costs increased in 1976 by approximately $229,000 over comparable 1975 costs primarily as a result of
the Company’s compliance with the Pension Reform Act of 1974 (ERISA); modifications in actuarial
assumptions; and increases granted participants in monthly pension benefits. At September 30, 1976,
the actuarially computed vested benefits of certain domestic plans as of June 30, 1976 exceed the
assets in the trust funds and balance sheet accruals by approximately $1,208,000.
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THE SHERWIN-WILLIAMS COMPANY
Notes to Financial Statements
Note H—Retirement Plans
Substantially all employees of the Company and its domestic and Canadian subsidiaries who meet
certain requirements as to age and service, participate in non-contributory pension plans. The Com
pany’s continuing policy is to accrue pension fund contributions, representing normal cost and amorti
zation of unfunded prior service cost over 30 years. Pension expense was $10,346,000 in 1976 and
$9,000,000 in 1975. For one of the plans in 1976, the actuarially computed value of vested benefits at
the most recent actuarial determination date exceeded the assets of the pension fund and the related
balance sheet accrual by approximately $7,015,000. For the other plans, vested benefits are fully
funded. The value of the pension fund assets was determined using market values at August 31, 1976.
Higher benefit levels granted employees and the adoption of certain requirements mandated by
the Employee Retirement Income Security Act of 1974 are expected to raise the annual level of
pension expense to approximately $15,000,000 after September 1, 1976.

RETIREMENT AGE REDUCTION
PAKO CORPORATION
Notes to Financial Statements
(6) Pension Plans:
The Company, a U.S. subsidiary and several international subsidiaries have non-contributory
pension plans covering substantially all of their employees.
In 1975, the Company revised its pension plans for domestic employees to, among other matters,
increase benefits, modify eligibility and vesting requirements, and reduce retirement age and length
of service provisions. Also, the company changed the actuarial cost method used in computing pension
costs and benefits and increased the period of time over which prior service cost is amortized to 30
years for these plans.
Pension expense was $724,000 in 1976 and $627,000 in 1975, including amortization of prior
service cost over 30 years. As of November 1, 1975, the date of the latest actuarial valuation, the
unfunded prior service costs under the plans approximated $2,732,000 and the employee vested
benefits exceeded the market value of the domestic plans’ assets by approximately $567,000.

TERMINATION OF OPERATIONS
ELECTRIC HOSE & RUBBER COMPANY
Notes to Financial Statements
Note 3—Abandonment of Wilmington Plant:
Effectively at August 31, 1976, the Company determined to phase-out and to ultimately abandon
production operations at its Wilmington, Delaware plant. Certain production operations formerly
conducted at Wilmington will be transferred to Company plants located in Nebraska and Texas. The
provision for loss in connection with the abandonment of the Wilmington plant is included in 1976
operations and is summarized as follows:
Estimated loss on disposal or abandonment of plant and equipment
Accrual of estimated unfunded vested pension benefits for Wilmington
hourly personnel
Accrual of estimated employee benefits for Wilmington personnel
Provision for other estimated closing and relocation costs•

$ 5,130,000
6,800,000
6,290,000
804,000
$19,024,000

• • • •

Wilmington hourly personnel, including retirees and those who will retire, and others to be
terminated as a result of the plant abandonment are entitled, under certain circumstances, to vested
pension benefits in accordance with the terms of the Company’s pension plans. For the pension plan
covering Wilmington hourly personnel, the vested pension benefits (including service earned to ex
pected date of termination) exceed the related fund assets and the balance sheet accrual for pension
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costs (see Note 7) by approximately $7,100,000 at August 31, 1976. Such amount, less an amount
estimated to be recoverable through operations during the phase-out period of $300,000, has been
included as an element of the provision for loss in connection with the Wilmington plant abandonment.
Vested pension benefits, including expected earned service, for salary employees terminated or to be
terminated as a result of the plant abandonment do not exceed related allocable fund assets.
Presently, the Company intends to fund the unfunded vested pension liability for hourly
employees over an approximate thirty-five year period on the basis that the aforementioned pension
plan will not be terminated. The ultimate timing and amount of payment in connection with the
pension liability could be affected by the Pension Benefit Guaranty Corporation (PBGC), created as a
part of the Employee Retirement Income Security Act of 1974 (ERISA). A possibility exists that the
PBGC could terminate the Company’s pension plan and seek immediate payment of all unfunded
vested benefits. The Company would strongly resist any such possible action by the PBGC. In this
regard, Company Counsel has advised that applicable ERISA regulations contemplate that employers
be given an opportunity to pay the amount of liability over a reasonable period of time. However,
Counsel further advised that there is no guarantee in any specific case that the PBGC would not take
the position that immediate payment of the liability is required. Further, the possibility exists that the
Company could attempt to limit its payment of the unfunded vested benefits through termination of
the plan. In such circumstances, under the provisions of ERISA, the Company’s obligation for pension
benefits would be the lesser of (1) the unfunded vested benefit amount (approximately $7,100,000 at
August 3 1 , 1976), or (2) 30% of its net worth, as defined by the ERISA regulations. Company Counsel
has indicated that the ultimate outcome in such a circumstance is not presently determinable because
of the lack of regulations, published administrative rulings or court decisions to date. However,
Counsel also indicated that in such a circumstance the PBGC would seek to adjust the net worth of the
Company upward from that reflected at August 31, 1976 in the accompanying financial statements.
Note 7—Pension and Retirement Plans:
The Company has trusteed, noncontributory pension and retirement plans for both its salaried
and hourly employees, providing benefits consistent with those generally available in the rubber
industry. The total normal pension expense was $1,293,000 in 1976 (excluding amounts related to the
Wilmington plant abandonment referred to in Note 3 above) and $1,310,000 in 1975 which included
$739,000 and $627,600, respectively, applicable to past service costs. Funding of past service cost is
provided over periods ranging from 35 to 40 years. For the purpose of determining pension expense
for 1976, several actuarial assumptions (the most important of which was to increase the assumed rate
of future earnings of trust fund assets from 5½% to 6%) were changed from those used in the previous
year, and the calculation also gave effect to certain pension plan amendments. The net reduction in
pension expense resulting from changes in actuarial assumptions (approximately $60,000) was sub
stantially offset by the effect of plan amendments.
For pension plans other than the Wilmington hourly pension plan referred to in Note 3 above,
vested benefits actuarially computed as of September 1, 1975 (the actuarial valuation date for the
Company’s remaining pension plans) exceed pension funds and related accruals by approximately
$1,050,000. Unfunded past service costs at August 3 1 , 1976 for all pension plans aggregate $11,290,000
of which $7,160,000 is applicable to the Wilmington hourly pension plan. The Company’s policy is to
fund its normal pension expense accrued.
In the opinion of management and the Company’s actuary, any additional actions to be taken to
fully comply with ERISA will not have a material effect upon future pension expense or funding
requirements, except for the possible effect of the matters discussed in Note 3 above with respect to
the pension plan for Wilmington hourly workers.
THOROFARE MARKETS, INC.
Notes to Financial Statements
(6) Pension Plans:
Salaried and hourly employees, including members of certain bargaining units, are covered by
non-contributory pension plans of the Company. Members of other bargaining units are covered by
the plans of such units. Total pension expense was $1,303,000 and $1,205,000 in 1976 and 1975,
respectively. The excess of the actuarially computed value of vested benefits over pension fund assets
and balance sheet accruals for the salaried and hourly plans was $396,000 and $1,758,000, respectively,
as of December 31, 1975, and $585,000 and $3,909,000, respectively, as of December 31, 1974 (dates of
latest actuarial valuations). Unfunded prior service liabilities of the pension plans at December 31,
1975 and December 31, 1974 were $6,619,000 and $4,405,000, respectively. The pension plans were
amended in fiscal 1976 to conform to the requirements of the Employee Retirement Income Security
Act (“ERISA”), and the actuarial assumptions related to pension fund earnings and estimated future
pension benefits were revised.
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(8) Contingent Liabilities:
As required by the Employee Retirement Income Security Act of 1974 the Company notified the
Pension Benefit Guaranty Corporation (PBGC) of the cessation of operations at its Murrysville facility
(Note 3) and the resultant termination of employees. In addition, the Company provided PBGC with
information requested about the Hourly Pension Plan. Although no further developments have oc
curred, under certain circumstances and subject to action by PBGC the Company could be required to
deposit with PBGC an amount up to the total unfunded vested benefits under the Hourly Pension Plan
(or post a bond in lieu thereof). If deposited with PBGC, the funds would be held without interest and
returned to the Company within five years of the above-mentioned termination of employees, subject
to continuation of the Plan. As indicated in Note 1, the Company is funding costs of the Hourly
Pension Plan, including current service costs and amortization of unfunded prior service costs over a
thirty-five year period.
• • • •

TERMINATION OF PENSION PLAN
BARCLAY INDUSTRIES, INC.
Notes to Financial Statements
11. Pension Plan
At August 31, 1976, the Company had a noncontributory pension plan covering substantially all
salaried employees. The pension expense for the years ended August 31, 1976 and 1975 was $63,200
and $55,000, respectively.
The Company has terminated its pension plan effective November 30, 1976, subject to the ap
proval of appropriate governmental authority. If said termination is approved, the Company will no
longer be required to make contributions to the plan subsequent to August 31, 1976. The current
market value of fund assets exceeds the actuarially computed current value of vested benefits; there
fore, there will be no termination liability owed by the Company.

VESTING, EARLIER
MARYLAND CUP CORPORATION
Notes to Financial Statements
9.

Pension Plans:
The Company has several pension plans covering all eligible employees. The policy of the Com
pany is to fund pension costs accrued, plus a portion of the unfunded liability of previously unfunded
plans. Pension costs charged against operations amounted to approximately $2,200,000 and $1,439,000
in 1976 and 1975, respectively, including amortization of past service costs over periods ranging from
30 to 40 years. The actuarially computed value of vested benefits for all plans as of the latest actuarial
valuation exceeded the total of the pension funds, balance sheet accruals and the unfunded pension
liability by approximately $6,000,000. Changes in the actuarial assumptions of certain plans, plan
amendments liberalizing eligibility, vesting and benefit provisions and increased salaries and wages
account for the increase in pension expense from 1975 to 1976.
The Company has an unfunded supplemental pension plan for officers-directors meeting certain
service requirements. In 1976 and 1975, $170,800 was charged to operations as pension costs under
this plan. The provision includes amortization of past service costs over a 20-year period.
MOOG INC.
Notes to Financial Statements
(9) Employee Retirement and Profit Share Plans
The Company and its subsidiaries have retirement plans covering substantially all domestic and
foreign employees. Total pension expense was $1,025,390 in 1976 and $851,376 in 1975. Retirement
plan amendments in 1976 made to conform with the Employees Retirement Income Security Act of
1974 resulted generally in additional personnel being covered by the plan and earlier vesting of
benefits. A change during 1976 to provide for the amortization of past service liability over a period of
30 years as compared to 40 years in 1975 had no material effect on the Company’s consolidated net
earnings for 1976. As of the latest valuation dates, the actuarially computed value of vested benefits
exceeded pension fund assets by approximately $3,000,000. Unfunded past service liability amounted
to $5,100,000 at September 30, 1976 and $3,700,000 at September 30, 1975.
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III
STOCK ISSUANCES

Many corporations provide benefits to officers and other employees by issuing to them shares
of the corporation’s stock. Under traditional stock option and stock purchase plans, an employer
corporation grants options to purchase or rights to subscribe for a fixed number of shares at a
stated price during a specified period often at a discount from the market price of the stock at the
date of the grant.
Many corporations have recently replaced or supplemented the traditional plans with differ
ent arrangements for issuing stock. In some plans, an employer corporation awards to employees
shares of stock for current or future services. Some plans combine awards with options or rights
to purchase stock, and other plans provide for the payments of cash as an alternative to the
issuance of stock.
Accounting for stock issued to employees is covered in APB Opinion No. 25 and Chapter 13B
of ARB No. 43. Those pronouncements distinguish between compensatory and noncompensatory
issuance plans, and with respect to compensatory plans require that compensation cost be mea
sured by the quoted market price of the stock less the amount, if any, the employee is required to
pay, determined at the date of the grant or at a later date under certain specified circumstances.
Compensation cost is also measured by the amount of cash paid an employee to settle an earlier
award of stock or to settle a grant of option to the employee. Compensation cost is required to be
recognized as an expense of one or more periods in which an employee performs services for the
corporation.
The status of the stock-issuance plan at the end of the reporting period is required to be
disclosed in the financial statements. With respect to stock option plans, disclosure must be made
of the number of shares under option, the option price, and the number of shares as to which
options were exercisable. As to options exercised during the period, disclosure must be made of
the number of shares involved and the option price thereof.
The AICPA Statement of Position on ESOPs recommends that an obligation of an ESOP be
recorded as a liability in the financial statements of the employer if the obligation is covered by
either a guarantee of the employer or a commitment by the employer to make future contributions
to the ESOP sufficient to meet the debt service requirements. The offsetting debit to the liability
is to be accounted for as a reduction of shareholders’ equity, and both the liability and the
offsetting debit are to be reduced as the ESOP makes payments on the debt.
One hundred-eight examples are presented of the accounting for employee-benefit plans that
apparently involve the issuance of company stock to employees. The examples are classified
according to the terms used by the company to describe the plan.
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BONUS
R.R. DONNELLEY & SONS COMPANY
Notes to Financial Statements
5. Stock and Incentive Programs for Management Employees
• • • •

Under a stock bonus plan approved in 1973, the Company awarded 23,000 stock units in 1976 to
officers and selected managers. A share of common stock had a value of $21.75 at the date these units
were awarded. At December 31, 1976, a total of 83,400 stock units were outstanding at an average
value of $20.71. Shares of stock or cash of equal value or a combination thereof, plus cash equal to
dividends and interest thereon, will be issued when the units vest, normally five years after the date of
award. Any cash payment will be based upon the market value of the stock at the time of payment.
A special award of 30,000 stock units issued to the President of the Company in 1976 vests over
the period from April 30, 1978 to April 30, 1981. Payment may be in the form of one share of stock for
each unit, cash of equal value, or a combination thereof.
Amounts charged to expense for these stock unit arrangements were $591,000 in 1976 and
$640,000 in 1975.
• • • •

ESTERLINE CORPORATION
Notes to Financial Statements
4. Restricted Stock Bonus Plan
The restricted stock bonus plan of the Company provides for the issuance of 50,000 shares of
common stock as bonuses to officers and key executive employees of the Company. Shares issued
pursuant to the plan are restricted shares, and each year 25% of the shares are released from
restrictions. At October 31, 1976, 49,715 shares have been issued (net of cancellations), of which
37,966 shares have been released from restrictions. There were no shares issued in 1976 and 1975.
THE ROUSE COMPANY
Notes to Financial Statements
(12) Capital Stock
• • • •

With respect to the company’s 1973 Stock Bonus Plan, the issuance of shares and the terms
thereof are subject to the Board of Directors’ approval at the time of issuance. In 1975, the Board of
Directors approved the issuance of 86,000 shares under the 1973 Stock Bonus Plan without considera
tion. The shares were subject to certain forfeiture restrictions which lapse over a period ending in
1979. Compensation costs related to such shares, measured by the fair market value of the shares at
the date of grant, are being amortized over 50 months. The amortization amounted to $42,000 in 1976.
• • • •

TEXAS INSTRUMENTS INCORPORATED
Notes to Financial Statements
Profit Sharing and Retirement Plans
Total expense for all deferred profit sharing plans was $25,296,000 in 1976 and $4,958,000 in 1975.
Under the plans, except in France where a government-prescribed formula is used, the annual
contributions are a function of consolidated after-tax return on assets, a People Effectiveness Index
(defined as consolidated net sales billed divided by total payroll) and the aggregate compensation of
the participants. Total payroll of Texas Instruments Incorporated and all subsidiaries in 1976 was
$638,020,000. The annual contributions are subject to a ceiling of the lesser of 25% of consolidated
income before profit sharing and income taxes, or an amount which, together with all previous
contributions, does not exceed 15% of the cumulative compensation paid to all participating employees
for all plan years. These plans are stock bonus plans under which each year’s cash contributions are
invested in TI common stock through purchases of outstanding shares by the trustees, generally
during a 12-month period beginning July 1 of that year. During 1976, the trustees of the plans
purchased 148,280 outstanding shares of TI common stock.
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TRANSOHIO FINANCIAL CORPORATION
Notes to Financial Statements
10. Common Stock Transactions
• • • •

The Company’s shareholders approved in 1974 the Performance Stock Bonus Plan for key
employees. Under the terms of the Plan, common shares may be earned by the participants based on
realization of preestablished earnings per common share goals during the period ending December 31,
1981. In 1975, 8,000 shares were awarded to participants under the Plan (none in 1976). During the
remaining period of the Plan a maximum of 241,500 shares may be earned by the participants.
• • • •

THE TRAVELERS CORPORATION
Notes to Financial Statements
7.

Incentive Plans
• • • •

(b) Stock Bonus Plan
Under this plan, approved by the shareholders in 1972, annual awards of The Travelers common
stock and equivalent cash, based upon a formula related to operating results, may be made to selected
officers and key employees for superior individual performance. Under the terms of the plan, the
board of directors appropriated $.8 million for 1976 and made no appropriation for 1975.
UA-COLUMBIA CABLEVISION, INC.
Notes to Financial Statements
(5) Common Stock and Warrants
The Company maintains an Employee Restricted Stock Award Plan and a Qualified Stock Bonus
Plan. Under the award plan, 40,000 common shares may be sold at par value to key employees under
terms designated by the Company. As of September 30, 1976, 12,135 shares have been issued and
27,865 shares are reserved for future issuance.
Under the stock bonus plan, participating employees may contribute a limited percentage of their
annual compensation, as determined by the Company, a part of which the Company matches by cash
contributions on a two and one half for one basis. For the years ended September 30, 1976 and 1975,
the Company contributed approximately $151,000 and $100,000 to the plan, respectively.
• • • •

Shares reserved for future issuance in connection with the Company’s stock award plan and the
Convertible Subordinated note amounted to 164,229 shares at September 30, 1976.

DEFERRED COMPENSATION
ANADITE, INC.
Notes to Financial Statements
(4) Commitments
• • • •

The Company has employment agreements extended to 1981 with certain officers providing for
minimum annual salaries totaling approximately $114,000 and increasing annually thereafter, by an
amount equal to 10% of the prior years salary level. The agreements also provide for the accrual of
deferred compensation for the benefit of these officers in an amount equal to 50% of the salaries paid to
these officers each year. Further, the agreements provide for incentive awards equal to varying
percentages of incentive earnings, as defined. Aggregate incentive awards of $173,000 and $208,000
were applicable to 1976 and 1975 respectively. The awards are payable 50% in cash and 50% in stock,
but if the officer elects to have his entire incentive award paid in cash, only 75% of the computed
incentive award is payable.
CARLISLE CORPORATION
Notes to Financial Statements
4.

Deferred Compensation
A portion of the compensation of certain key employees is payable following termination of
employment. Marketable securities, cash and 4,100 treasury shares have been earmarked by the

23

Company, in accordance with the compensation agreements, to discharge a major portion of this
liability and are included in the indicated balance sheet captions as follows:

Deferred compensation funds
Cost of shares in treasury

Cost
$ 968,281
48,579
$1,016,860

1976
Market value
$1,035,001
62,013
$1,097,014

Cost
$1,025,410
48,579
$1,073,989

1975
Market value
$954,494
45,100
$999,594

DRESSER INDUSTRIES, INC.
Notes to Financial Statements
Note F—Deferred Compensation:
A portion of the incentive compensation for officers and key employees is deferred for payment
after termination of employment, either in common shares of the Company or in cash at the equivalent
market value of the common shares. The accrued deferred compensation liability may be satisfied by
the future issuance of authorized but unissued common shares or treasury shares. At October 31,
1976, 484,214 treasury shares have been designated for that purpose.
THE HARTZ MOUNTAIN CORPORATION
Notes to Financial Statements
Note 8—Stockholders’ Equity:
• • • •

(d) Prior to 1975 Hartz entered into agreements with certain key employees under which it
agreed to sell to these employees an aggregate of 41,336 shares of common stock at a price of $.01 per
share. During 1976 and 1975, 1,356 and 1,481 of such shares were sold, respectively. The market price
at the dates these agreements were entered into ranged from $22.75 to $29.75 per share. As these
agreements basically represent deferred compensation to the employees, the total value of the agree
ments is being amortized over the remaining years of employee service. The amount charged to
compensation expense and credited to capital in excess of par value was $62,000 in 1976 and 1975.
(e) At December 31, 1976, shares of Hartz common stock were reserved for the following pur
poses:
Shares
Conversion of 6% debenture.................................... 130,922
Stock options granted............................................... 42,645
Agreements with key employees............................
1,018
174,585
(f) Changes in capital in excess of par value were as follows:

Balance, beginning of year...................................................................
Excess over par value of proceeds received on exercise of stock
options and stock purchase warrants and amounts credited in
connection with shares sold under agreem ents with key
employees, net of fractional shares cancelled, totalling 1,348
shares in 1976 and 320,008 in 1975 ................................................
Excess of market value over par value of 63,118 shares issued in
connection with an acquisition (see Note 2).................................
Balance, end of year.............................................................................

Year ended December 31,
1976
197
$18,589,000
$18,017,000

62,000

572,000

725,000
$19,376,000

$18,589,000

VOLUME SHOE CORPORATION
Notes to Financial Statements
11. Deferred Compensation Payable
As a result of employment agreements which provided for the issuance of shares of the Com
pany’s Common Stock to the employees after employment for five-year periods, the Company accrued
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the liability for the shares based upon fair market values of said shares at the various agreement
dates. The final shares under the agreements were issued during the year ended July 31, 1975.

DEFERRED COMPENSATION-RESTRICTED STOCK
AUTOMATIC RADIO MFG. CO., INC.
Notes to Financial Statements
8. Capital Stock and Stock Options
••••

Under the terms of restricted stock plans, 10,500 and 11,500 shares of common stock were held in
escrow at September 30, 1976 and 1975 respectively, primarily in consideration for employment
contracts with several key employees. The plans provide that the restrictions will terminate and the
shares will be released to employees annually on a pro-rate basis over a maximum remaining period of
eleven years. The market value of the shares at date of issue has been recorded as deferred compensa
tion and is being charged against income over the terms of the contracts. During 1976 and 1975,
$21,000 and in 1974, $26,200 was charged to selling, general and administrative expenses.
• • • •

CANAL-RANDOLPH CORPORATION
Notes to Financial Statements
Stock Plans:
• • • •

(b) Key Executive Incentive Restricted Stock Plan of 1969—In June, 1969, 41,500 restricted
common shares were sold to seven executives at $1.00 per share on deferred payment terms with
interest at 4% per annum. The difference between the fair market value of these shares and the
proceeds to the Company is reflected in the consolidated financial statements as deferred compensa
tion, and is being amortized over varying periods of approximately 10 years. Ownership of the stock
vests in the executives at the discretion of a committee of the Board of Directors, and restrictions
expire five years thereafter.
No shares were vested in 1976. As of October 31, 1976, the heirs of one participant had acquired
1,500 shares; a terminated participant had sold 2,000 shares back to the Company, and five executives
remain in the plan holding 38,000 restricted common shares of which 22,900 are vested. Shares not
vested by the committee shall be sold back to the Company at $1.00 per share upon termination of the
executive or on December 31, 1979.
CARESSA, INC.
Notes to Financial Statements
5. Capital Stock
• • • •

(c) Shares Issued or Issuable in Connection with Employment Agreements—At September 30,
1976, 2,800 shares of common stock were issued to certain employees at a price of $.01 per share,
subject to all of the terms and conditions of the key employees’ restricted stock plan, except that
restrictions on the sale or other disposition of 1,400 shares will lapse after five years from the date of
issuance and restrictions on the remaining 1,400 shares will lapse 1 year thereafter, provided the
employees are still in the employ of the Company on such dates.
During 1974, the Company issued 14,000 shares of restricted common stock to an officer in
connection with his employment agreement. The restrictions were to expire on a yearly basis through
1978 contingent upon the attainment of certain specified sales volume in future years. During 1976,
the Board of Directors removed the restrictions in recognition of the performance of additional
responsibilities for the Company.
At September 30, 1976, 3,375 shares were reserved for issuance to an officer and divisional sales
manager of the Company. These shares have been earned by the individual under the terms of his
employment agreement.
• • • •

(e) Accounting for Restricted Stock Issued—Shares of restricted stock issued have been recorded
at the closing price on the American Stock Exchange on the dates of grant by a charge to deferred
compensation. The deferred compensation is being amortized over the restriction periods. As of
September 30, 1976, $698,045 ($645,866 at September 30, 1975) of this amount has been amortized by
charges to income, including $52,179 during the year ended September 30, 1976 ($134,107 in 1975).
The unamortized balance of deferred compensation is shown as a reduction of stockholders’ equity.
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(f) Shares of Common Stock Reserved—As of September 30, 1976, 87,899 unissued shares of
common stock were reserved for issuance as follows:
Shares available for options granted and future grants under the 1973
qualified stock option plan
To cover shares issuable under the key employees restricted stock plan
To cover shares issuable in connection with an employment agreement
To cover shares issuable in connection with an acquisition

43,375
11,080
3,375
30,069
87,899

••••

PLYMOUTH RUBBER COMPANY INC.
Notes to Financial Statements
Note 6—Common Stock
• • • •

At November 27, 1976 and November 29, 1975, 18,665 and 20,028 shares, respectively, of the
Company’s Class B non-voting common stock, were reserved for issuance to employees at a purchase
price of not less than $1.00 per share under the Company’s Executive Incentive Stock Purchase Plan.
Shares issued under this plan are restricted as to disposition by the employee with such restrictions
lapsing over periods ranging from six to nine years from the date of issuance. If a participant’s
employment is terminated during the restricted period, his shares shall be offered to the Company for
repurchase at the original purchase price. During 1976, 2,200 shares were issued under this plan at
$1.00 per share (3,922 shares in 1975 at $1.00 per share) and 837 shares were repurchased in 1976 (no
shares in 1975) resulting in an aggregate of 31,335 shares issued at November 27, 1976 (29,972 shares
at November 29, 1975). The fair market value of the shares issued net of shares repurchased over the
purchase price of the stock has been recorded as deferred compensation and is being amortized over a
nine-year period. The excess of the par value over the market value of the shares issued amounted to
$6,000 in 1976 ($17,000 in 1975). Th is excess has been charged to additional capital to the extent
available ($13,000 in 1975) and the remainder has been charged to retained earnings.
THE STRIDE RITE CORPORATION
Notes to Financial Statements
7. Stock Purchase Plans and Stock Options
• • • •

Under the 1975 Executive Incentive Stock Purchase Plan, rights to purchase up to an aggregate
of 150,000 shares of the Company’s common stock may be granted from time to time to officers and
other key employees of the Company at a price determined by the Board of Directors. This price may
not be less than the current par value of the Company’s common stock which is $1 per share.
Rights to purchase shares must be exercised within sixty days of the grant date, cannot be
transferred and must be paid for in full at the time of exercise. Shares purchased under the Plan are
subject to restrictions. They may not be sold, pledged or otherwise transferred and generally must be
resold to the Company upon termination of employment. Restrictions on transfer of shares or obliga
tion to resell shares to the Company will lapse as to 33⅓ % of the shares purchased at the end of the
third year, the fourth year and the fifth year following purchase.
During 1975 and 1976, rights to purchase 21,950 and 19,200 shares of common stock at a price of
$1 per share were granted under the Plan and all such rights were exercised.
The Company records as deferred compensation the difference between the fair market value at
date of grant and purchase price of shares issued under the Plan. Deferred compensation is being
amortized over a five-year period.
• • • •

TASTY BAKING COMPANY
Notes to Financial Statements
8. Management Stock Purchase Plan:
The Management Stock Purchase Plan provides that Class A common shares may be sold to
management employees from time to time at prices designated by the Board of Directors (not less
than 50% of the fair market value at date of grant) and under certain restrictions and obligations to
resell to the company. During 1976 and 1975, a total of 11,061 and 20,500 shares of Class A common
stock was sold at 50% of fair market value at date of grant. The aggregate sales price of these shares
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was $102,314 and $169,125, respectively, for which collateral judgment notes were obtained to be paid
in equal quarterly installments (not to exceed 40) with interest on the unpaid balance at 4% per
annum.
For accounting purposes, the difference between the fair market value of the stock at the date of
grant and the purchase price represents compensation. The compensation is deferred and, together
with the notes receivable, is shown as a deduction from stockholders’ equity. The deferred compensa
tion is amortized against income during the period the employees perform services. Amortization
charged to income aggregated $51,898 and $46,286 in 1976 and 1975, respectively. At January 1, 1977,
a total of 306,000 Class A common shares was authorized under the plan, of which 157,738 shares
remain available for issuance.
WHITTAKER CORPORATION
Notes to Financial Statements
6. Capital Stock
• • • •

Under its restricted stock plan, Whittaker issued to executive employees 21,000 shares during
1976 and 25,000 shares during 1975, all of which were issued without monetary consideration. The
terms of issuance generally provide for the termination of restrictions ratably over periods of five to
ten years. Under certain conditions Whittaker is permitted to reacquire the restricted stock by
reimbursing monetary consideration paid, if any, at issuance.
At October 31, 1976, 16,335 common shares were reserved for future issuances under the plan.
For accounting purposes, Whittaker credits $1 per share for each share of common stock issued to the
common stock account and credits a sum equal to the difference between $1 per share and the
aggregate value of the shares issued to additional paid-in capital. In addition, Whittaker charges an
amount equal to the aggregate value of the shares issued less the monetary consideration received, if
any, to deferred expense, to be amortized as a charge against income as the restrictions placed on such
shares expire or terminate. The amount of unamortized deferred compensation at October 31, 1975
and 1976 relating to shares issued subsequent to October 3 1 , 1972 has been classified as a reduction of
additional paid-in capital.
Common stock reserved for issuance at October 31, 1976 is as follows:
Shares in
Thousands
For conversion of—
$1.25 cumulative convertible preferred stock................................
$5.00 cumulative convertible preferred stock...............................
Convertible notes and debentures...................................................
For employee stock options.................................................................
For restricted stock plan......................................................................
For exercise of outstanding warrants and rig h ts.............................

498
249
1,332
724
16
5,047
7,866

• • • •

DEFERRED COMPENSATION—STOCK OPTION
THE AMERICAN DISTILLING COMPANY
Notes to Financial Statements
Note 5—Stock Options
• • • •

On January 21, 1975, the shareholders approved an additional stock option plan for key employees
under which 100,000 shares of its common stock are reserved for issuance. Under the terms of this
plan, the purchase price of shares subject to each option granted will not be less than 75% of their fair
market value at the date of the grant. Options granted are exercisable for six years from the date of
grant, but no option is exercisable until the employee has been in the employ of the Company for at
least three years.
On September 10, 1975, options covering 42,500 shares of common stock were granted at an
exercise price of $5.16 (on the date of grant the market price was $6.88). At September 3 0 , 1975, these
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options were outstanding but were not exercisable. During fiscal 1976 options were granted covering
15,000 shares at exercise prices ranging from $6.66 to $6.75 (on the dates of grant the market price
ranged from $8.88 to $9.00). At September 30, 1976 all the above options were outstanding, but none
were exercisable.
In addition, on November 20, 1974 pursuant to an option agreement with the chief executive
officer, approved by the Board of Directors, the Company granted an option to purchase 200,000
shares of the Company’s common stock exercisable as follows:
Number
of
shares
50,000
50,000
50,000
50,000

Date
becomes
exercisable
April 1, 1975
October 1, 1975
April 1, 1976
October 1, 1976

Exercise
price
$2
3
4
5

200,000

This option agreement expires on November 20, 1979. The market price on the date of grant was
$9.25. On September 30, 1975, the option had not been exercised. During fiscal 1976 38,000 shares
were purchased by partial exercise of this option for a total purchase price of $76,000. On the dates of
exercise the aggregate fair market value of these shares was $227,000.
For all options granted, the Company has charged the difference between the fair market value of
the common stock at the date of grant and the option price ($34,000 in 1976 and $1,223,000 in 1975) to
deferred compensation, reflected in stockholders’ equity and credited capital in excess of par value.
The deferred compensation is being amortized over the lives of the respective employees’ employment
agreements ($135,000 and $109,000 in 1976 and 1975 respectively). Amortization of option compensa
tion and related taxes amounted to $203,000 in 1976 and $57,000 in 1975.
APPLIED DIGITAL DATA SYSTEMS INC.
Notes to Financial Statements
Note F—Stock Options:
• • • •

In connection with a five year employment agreement entered into during 1974, the Company
issued a nonqualified option to an employee to purchase up to 50,000 shares of Common Stock at $1.00
per share. The option is exercisable commencing one year from date of grant to the extent of 20%
thereof per year over a five year period on a cumulative basis. The difference ($187,500) between the
option price and the fair market value of the related shares at the date of grant represents deferred
compensation which is being charged to operations ($37,500 in each year) over the term of the
employment agreement.
THOMAS J. LIPTON, INC.
Notes to Financial Statements
Note G. Stock Option Plans:
The Class A stock may be issued only for purposes of the Company’s Restricted and Qualified
Stock Option Plan for Key Employees. Under the terms of the Plan, options may be granted to
purchase up to 35,000 shares at any one time of Class A stock at option prices equal to at least the fair
market value of such stock, as calculated under provisions of the Plan, at date of grant. Options
granted are exercisable immediately in full (provided certain conditions of employment are met) and
expire five years from date of grant. At December 31, 1976, 35,000 shares were available for grant
under the Plan and no options for Class A stock were outstanding.
The Class B stock may be issued only for purposes of the Company’s Non-Qualified Stock Option
Plan. Under the terms of the non-qualified plan, options may be granted to employees to purchase up to
50,000 shares of Class B stock (less one and one-half times the number of Class A shares under option
or outstanding) at any one time at option prices equal to at least the fair market value of such stock, as
calculated under provisions of the Plan, at date of grant, except that in cases of substitution for options
granted under the qualified plan, the price may be the price set in the original option. Options granted
become exercisable in three equal annual installments determined on a cumulative basis, commencing
three years after date of grant (date of original grant in case of a substituted option), and expire ten
years from date of grant. During 1976, options to purchase 1,800 shares were granted at $795 per
share and options for 2,350 shares were exercised at $494 to $499 per share. At December 31, 1976,
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18,500 shares were available for grant and options to purchase 29,150 shares at $391 to $795 per share
were outstanding, of which 20,250 shares were exercisable at $391 to $696 per share.
Generally, the Company is required to repurchase shares issued under stock option plans at fair
market value, which was $807 at December 31, 1976. For options granted after December 31, 1972,
$1,396,000 was accrued as deferred compensation in 1976. For options granted prior to such date, the
excess of fair market value of options outstanding and options exercised but not redeemed, over the
exercise price, approximated $5,300,000 at December 31, 1976.

DEFERRED COMPENSATION—UNITS
COPELAND CORPORATION
Notes to Financial Statements
Stock Option and Incentive Plans
The Corporation has a deferred stock unit plan for officers and key employees. Deferred stock
units are issued, from treasury stock, as compensation to key employees. Stock is awarded at market
value. At September 30, 1976, 66,000 shares were available for award.
• • • •

DANA CORPORATION
Notes to Financial Statements
Additional Compensation Plans
• • • •

In addition, certain officers and other key employees participate in an additional compensation
plan. Under the plan, if consolidated net income for the fiscal year exceeds 6% of consolidated
stockholders’ equity then, at the discretion of the Board of Directors, an amount equal to 6% of such
excess may be accrued for additional compensation. These plans generally provide that, at the option
of the compensation committee comprised of outside directors of the Board, awards made to partici
pants may be paid out in cash or deferred and later paid in cash or in shares of the Company’s common
stock. Deferred awards, expressed in “units” of the Company’s common stock, are credited with
amounts equivalent to dividends on common stock. In 1976 Dana awarded $1,906,000 in such compen
sation and in 1975 awards aggregated $1,563,000; 12,878 and 4,704 shares of Dana’s common stock held
in treasury were issued and amounts equivalent to dividends of $184,000 and $160,000 were credited
to deferred awards in 1976 and 1975, respectively. At August 31, 1976, 256,754 common shares held in
treasury were reserved for issuance under these plans.

FIELDCREST MILLS, INC.
Notes to Financial Statements
(7) Capital Accounts
• • • •

At December 31, 1976, the Company also had a deferred compensation plan (Incentive Unit Plan)
for executive employees. The Plan provides that compensation will be earned upon achievement of
specified profit objectives in each of the five fiscal years following the date units are granted. The
deferred compensation is payable in cash, capital stock, or both, after the fifth fiscal year. At De
cember 31, 1976, assuming all participants receive capital stock, a maximum of 39,100 shares (15,900
in 1975) of capital stock would be distributed to participants.
KANE-MILLER CORP.
Notes to Financial Statements
6. Stock Option and Incentive Share Plans
• • • •

The Company also has an Incentive Share Plan which provides for granting of performance shares
(units equivalent to one share of common stock) and sale (at $1 per share) of a maximum of 281,250
restricted shares to key executives. There is no limit on the aggregate number of performance shares
that may be granted during the life of the Plan although no more than 281,250 performance shares may
be outstanding at any one time. Under the terms of the Plan, no grantee is eligible to receive
performance shares or retain restricted shares unless the Company achieves a stipulated growth in
earnings per share over a five-year period commencing with the year of grant.
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With respect to performance shares, payment may be made in cash, common stock or a combina
tion of both, at the option of the Company. However, payment shall not exceed 200% of the average
fair market value of a share of common stock during the 30 days preceding the year of grant.
At December 26, 1976, 175,500 restricted shares and 25,794 performance shares were outstand
ing, leaving 105,750 and 255,456, respectively, available for future grant.
The potential cost of rights granted under the Incentive Share Plan is considered to be deferred
compensation and is amortized over a five-year period from the year of grant based on the aggregate
market value at the end of each year.
In 1976 and 1975, the after-tax effect of these plans amounted to approximately $185,000 and
$231,000, respectively. Amortization applicable to restricted shares is credited to paid-in capital. At
December 26, 1976, unamortized deferred compensation amounted to $452,000, after applicable tax
benefit.

EMPLOYEE STOCK OWNERSHIP PLAN (ESOP)
BALTIMORE GAS AND ELECTRIC COMPANY
Notes to Financial Statements
Note 3—Investment Tax Credit: Investment tax credits accruing to the benefit of the Company
reduced Federal income taxes by $26,621,000 in 1976 and $5,041,000 in 1975. The 1976 amount
includes $12,504,000 applicable to Calvert Cliffs Unit No. 2 and reflects the increase in rate from 4% to
10% for public utility property expenditures after January 21, 1975.
Investment tax credits accruing to the benefit of employees also reduced Federal income taxes in
1976 by $2,160,000 applicable to the additional 1% credit allowed under the Internal Revenue Code to
provide stock for employees. Of this amount, $382,000 attributable to 1975 was accrued in 1976 and
applied to the issuance of common stock to a trustee for the benefit of the employees under the
Investment Tax Credit Employee Stock Ownership Plan (ESOP) adopted by the Company in 1976.
The $1,778,000 attributable to 1976, for which stock will be issued at a later date, is recorded as a
current liability to the Plan.
All credits, except those related to ESOP, are being deferred and allocated to income ratably over
the lives of the subject property with respect to the credits provided under the Revenue Act of 1971
and subsequent years, and over thirty-year periods with respect to the credits provided under prior
Revenue Acts. Investment Tax Credit Adjustments appearing in the Statement of Income are the
total amounts included to offset reductions in taxes, minus $1,661,000 and $1,229,000 allocated to
income in 1976 and 1975, respectively.
DENNISON MANUFACTURING COMPANY
Notes to Financial Statements
Note H—Employee Stock Benefit Plans
In 1975 and 1976, the company adopted an Employee Stock Ownership Plan (ESOP) and a Stock
Savings Plan (SSP) to improve the company’s employee benefit plans by enabling most employees to
acquire shares of the company’s Common Stock. The cost of the ESOP is borne by the company
through annual contributions to an Employee Stock Ownership Trust in amounts determined by the
Board of Directors. The SSP provides for employee and company contributions up to a specified
amount.
Shares of Common Stock acquired by the plans are to be allocated to each employee and are held
until the employee’s retirement or death. Contributions to the plans amounted to $1,169,000 in 1976.
At December 31, 1976, the Employee Stock Ownership Trust was indebted to the company in the
amount of $5,027,000, which has been shown as a deduction from shareholders’ equity in the consoli
dated balance sheet. In 1976, the Trust acquired 242,325 shares of Common Stock held in the treasury
for $5,202,000, the fair market value on the date of sale.
THE DREYFUS CORPORATION
Notes to Financial Statements
Note F—Employees’ Retirement Plans and Pension Plan: The employees of the Corporation and
its subsidiaries are covered by “The Dreyfus Corporation Employees’ Retirement Plan” (“Retirement
Plan”) and “The Dreyfus Corporation Employees’ Stock Ownership Plan” (“ESOP”). Employee con
tributions to the plans are not required; however, employees may make voluntary contributions to the
Retirement Plan of up to 10% of their individual annual compensation.
In general, the plans provide for the payment of death, disability and retirement benefits to
employees or their beneficiaries in amounts equal to the value of their proportionate interest in the
respective plans; under the ESOP, payments are made in shares of the Corporation’s stock. The plans
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do not require contributions for past service costs. Retirement Plan costs charged to operations
amounted to $102,092 in 1976 ($101,381 in 1975). The assets of the Retirement Plan are invested in
shares of sponsored investment companies and in other securities. ESOP costs charged to operations
amounted to $287,584 in 1976 ($324,292 in 1975). The assets of the ESOP are invested in shares of the
Corporation.
The aggregate contribution under the above-mentioned plans is determined based on a formula
involving consolidated net income (as defined) and compensation of eligible employees. The contribu
tion is reduced by any forfeitures resulting from termination of employment. The contribution so
determined, which may be increased subject to approval of the Board of Directors, is apportioned to
the respective plans. The plans may be amended, terminated or suspended at the option of the
Corporation.
••••

EARLE M. JORGENSEN COMPANY
Notes to Financial Statements
(6) Pension Plans
• • • •

The company also adopted in 1976 an Employees’ Stock Ownership Plan (ESOP) for the benefit of
salaried employees. The plan is noncontributory on the part of participants; company contributions to
the plan which are determined annually by the Board of Directors amounted to $250,000 in 1976.
Shares of stock purchased are held in trust for the benefit of the participants.
• • • •

EDO CORPORATION
Notes to Financial Statements
(6) Employee Stock Ownership Plan
In 1975, the Company established an Employees Stock Ownership Plan (ESOP) to provide addi
tional retirement benefits to substantially all employees. Contributions under the Plan amounted to
$300,000 in 1976 and $125,000 in 1975. Through December 31, 1976, 39,582 shares of Edo common
stock were purchased on the open market by the Employee Stock Ownership Trust (ESOT) which was
established to fund the ESOP. The shares were then allocated to the employees. In addition, on
November 17, 1976, the trust purchased 200,982 newly issued shares of Edo common stock with the
proceeds of a $1,800,000 bank loan. The Company has guaranteed the repayment of this loan. Under
the guarantee agreement, the Company is obligated to make cash contributions to the trust to enable
the trust to make similar payments against the bank loan. The guarantee agreement also provides that
the Company may be obligated to repay the ESOT loan upon the occurrence of specific prepayment
events. Such events were not more restrictive than those under the Company’s Revolving Credit
Agreement. The agreement requires quarterly principal payments of $75,000, plus interest at the
annual rate of 110% of prime, plus 1½%. For financial statement purposes, the ESOT obligation has
been reflected as a liability and stockholders’ equity has been reduced by the same amount. As
principal payments on the loan are made, the aforementioned liability will be reduced and stock
holders’ equity increased by such payments.

RUDDICK CORPORATION
Notes to Financial Statements
1. Summary of Significant Accounting Policies:
• • • •

G. Employee Stock Ownership Plan:
The Company has an Employee Stock Ownership Plan (ESOP) for the benefit of eligible
employees which become effective September 29, 1975. The ESOP contribution is equal to 1½% of the
annual compensation of eligible employees, plus an additional percentage, not to exceed 3½%, of the
annual compensation of eligible employees based on the Company’s net income in excess of 9% of
average stockholders’ equity during the year. In 1976, the total contribution percentage was 2.7 and
ESOP expense was $832,000. The plan provides for the purchase of Company shares of any class on
the open market.
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SAMBO’S RESTAURANTS, INC.
Notes to Financial Statements
G. Profit Sharing and Incentive Bonus Plans:
The Company has in existence a profit sharing plan and an Employee Stock Ownership Plan
(“ESOP”). Both plans have been qualified by the Internal Revenue Service.
The ESOP is a non-contributory plan while the profit sharing plan is contributory and both cover
all non-union regular full time employees with more than one year's service with Sambo’s Restaur
ants, Inc. and its subsidiaries. The amounts to be funded to each of the plans are at the discretion of
the Board of Directors. The Company reserves the right to amend, modify or terminate the plans.
Contributions made under the ESOP totaled approximately $447,000 in 1976 and $210,000 in 1975
while contributions to the profit sharing plan were $1,245,000 in 1976 and $598,000 in 1975.
• • • •

SAN FERNANDO ELECTRIC MANUFACTURING CO.
Notes to Financial Statements
Note 8—Employee Profit Sharing and Stock Ownership Plan
A Qualified Profit Sharing Retirement Plan was established in November 1969. Contributions to
the plan are made at the discretion of the Board of Directors. The Company is under no obligation to
make contributions or maintain the plan for any length of time, and may completely discontinue or
terminate the plan at any time without liability.
On October 30, 1975, the Company amended its qualified profit sharing and retirement plan
retroactive to November 1, 1974 to provide for an ESOP (Employees Stock Ownership Plan) pocket
within its profit sharing trust. Other amendments were made to the plan to bring it into conformance
with recent ERISA provisions.
Contributions to the plan authorized by the Board of Directors amounted to $110,400 in 1976 and
$120,000 in 1975. Of the contributions, $73,600 and $80,000 was allocated to the Employee Stock
Ownership pocket of the trust during 1976 and 1975, respectively.
STONE & WEBSTER INCORPORATED
Notes to Financial Statements
(I) Employee Stock Ownership and Restricted Stock Plans
At the Annual Meeting on May 13, 1976, the stockholders approved an Employee Stock Owner
ship Plan (ESOP) to enable the Corporation and participating subsidiaries to make contributions to a
trust which can acquire up to 1,000,000 shares of Common Stock of the Corporation and hold such
Common Stock for the exclusive benefit of participating employees. Pursuant to a Stock Purchase
Agreement entered into on September 15, 1976, 600,000 shares of Common Stock of the Corporation
were sold to the Trust. Of these shares, 454,630 were treasury shares and 145,370 were authorized but
unissued shares. The sale price of the shares was $50.75 per share, representing the mean of the high
and low sale prices of the stock on the New York Stock Exchange on September 15, 1976, the date of
execution of the Stock Purchase Agreement. Consideration received by the Corporation consisted of
$300,000 cash and promissory notes of the Trust in the aggregate amount of $30,150,000, payable in
level payments of principal and interest over 20 years. It is contemplated that the unamortized cost of
the shares, $30,150,000, will be funded by annual contributions necessary to enable the Trust to meet
its current obligations, after taking into account dividends received on the Corporation’s Common
Stock held by the Trust. The estimated charge to income for the Plan will be approximately
$14,900,000 ($7,700,000 after income taxes) and will be amortized over 20 years beginning in 1977. An
initial contribution of $300,000 was made for 1976 and charged to income.
• • • •

MISCELLANEOUS PLANS INVOLVING CASH
AND STOCK AWARDS
CONCORD FABRICS INC.
Notes to Financial Statements
(Note K)—Employment Contracts:
• • • •

In 1976, one of these officers (the Company’s President) was also granted an award of restricted
stock and a related cash bonus. The stock award (50,000 shares of common stock) contains restrictions
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relating to his continued employment with the Company. In addition, upon the lapse of the restric
tions, cash bonuses will be paid equal to the then aggregate quoted market price of such shares. On
August 29, 1976, such restrictions lapsed with respect to 20,000 shares; the remaining restrictions
lapse with respect to 10,000 shares on the last day of each of the Company’s fiscal years ending in 1977
through 1979. If the President voluntarily leaves the Company’s employ, he will be obligated to return
those shares on which restrictions have not lapsed. Earnings before income taxes for the year ended
August 29, 1976 reflect a charge of $305,000, representing the quoted market price (on the date of the
award) of the 20,000 shares as to which restrictions have lapsed, and $127,500 representing a related
cash bonus equivalent to the quoted market price of the 20,000 shares on August 29, 1976. Charges to
operations will be made in the Company’s fiscal years ending in 1977 through 1979 with respect to the
remaining 30,000 shares awarded and the cash bonuses related thereto. The unearned 30,000 share
portion of the award has been reflected as a deduction from stockholders’ equity.
• • • •

GENERAL SIGNAL CORPORATION
Notes to Financial Statements
8. Incentive Compensation Plan
The Company’s incentive compensation plan provides for awards to officers and key employees in
cash, common stock of the Company, or both. Payment of such awards may be made currently or
deferred. The stockholder-approved plan limits the total amount which can be provided in any one
year to ten percent of the amount by which net earnings (as defined in the plan) exceed five percent of
average capital investment (as defined in the plan) during the year. At December 31, 1976, a total of
18,810 shares of common stock were reserved for issuance as deferred compensation.
GULF STATES UTILITIES COMPANY
Notes to Financial Statements
7. Employee Benefits Plans
• • • •

In November 1976, the Board of Directors approved, subject to the approval of the Internal
Revenue Service, the establishment of a Tax Reduction Act Stock Ownership Plan (TRASOP). The
TRASOP provides that contributions are to be made by the Company to the Trustee either in cash or
the Company’s stock in amount equal to one percent of the Company’s qualified investments as defined
in the Internal Revenue Code. In connection therewith, in February 1977, the Board approved the
issuance of up to 750,000 shares of common stock without par value, to be issued and sold pursuant to
the terms of the TRASOP. The Board also approved the issuance of up to 350,000 shares of common
stock without par value, to be issued and sold pursuant to the terms of the Company’s Employees
Thrift Plan. No shares of common stock have been issued in connection with the aforementioned plans.
A.H. ROBINS COMPANY INCORPORATED
Notes to Financial Statements
Employee Benefit Plans
• • • •

The Company has an unfunded Supplemental Compensation Plan for Key Executives under
which an amount relative to the increase in earnings per share over the preceding year may be
reserved for allocation among selected employees. Allocations to employees may be expressed in cash
or in common stock of the Company and may be distributed currently or deferred. The Board of
Directors has reserved 25,000 shares of common stock of the Company for issuance under the Plan.
Charges to earnings in 1976 were $424,000 (1975—$360,000).
SOUTHEAST BANKING CORPORATION
Notes to Financial Statements
Note 11: Stock Option Plans
• • • •

Under the Key Management Incentive Plan, adopted in 1973, awards are made to officers and
other key employees of Southeast and its subsidiaries contingent upon Southeast’s earnings and upon
individual performances. Each year the total awards, to be paid in full shares of Southeast common
stock or cash at Southeast’s discretion, cannot exceed 10% of the amount by which net income (as
defined by the plan) exceeds 10% of Southeast’s total stockholders’ equity. Amounts not awarded are
not available in a subsequent year. No accruals were made under this plan during 1976 or 1975.
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MISCELLANEOUS PLANS INVOLVING STOCK AWARDS
BURNDY CORPORATION
Notes to Financial Statements
Note 8—Stock Options and Awards:
• • • •

(c) Restricted stock awards—The Company has a restricted stock award plan under which shares
of treasury stock may be transferred to certain key employees of the Company. During the years
ended December 31, 1976 and 1975, respectively, 6,450 and 9,225 such shares were transferred. The
shares are restricted as to disposition and vest in the employees over periods up to five years. The
vesting is dependent upon the continued employment of the employees and, with respect to a portion
of the shares, the meeting of certain performance conditions. The restricted stock award compensa
tion, which is the market value of the shares on the date of the award ($125,300 for 1976; $102,000 for
1975), is being charged to operating expenses as earned.
ELI LILLY AND COMPANY
Notes to Financial Statements
Note G—Stock Options and Performance Awards
• • • •

With respect to performance awards granted in 1975 and 1976, a maximum of 100,453 shares of
common stock could be issued as the result of growth in earnings per share in 1977 and 1978. In 1976
$525,000 was charged to income to reflect the approximately 12,100 shares of common stock that will
be issued as the result of growth in 1976. No shares were issued with respect to 1975.
At December 31, 1976, 1,160,808 shares of common stock (unissued or treasury) were reserved
for the exercise of options and the satisfaction of performance awards; options for 994,605 shares were
exercisable. Under the present plan, additional options or performance awards may be granted for not
more than 1,023,023 shares (1,361,790 at December 31, 1975). Exercise of all outstanding options and
the issuance of shares in satisfaction of performance awards would have no material effect upon
earnings per share.
JOHNSON & JOHNSON
Notes to Financial Statements
Note 7 Stock Option and Stock Compensation Plans
• • • •

At year-end the Company was obligated to deliver, over a period of not more than two years,
72,018 (1975—67,819) shares of common stock in performance of outstanding stock compensation
agreements with 3,075 (1975—3,221) employees.
There were 4,800,562 shares of common stock reserved for issuance under all stock option and
compensation plans at January 2, 1977.
QUESTOR CORPORATION
Notes to Financial Statements
Restricted Stock Award Plan and Stock Options
The Company’s restricted stock award plan provides that a maximum of 150,000 common shares
may be awarded to the employees of the Company and its subsidiaries to reward outstanding perfor
mance and build loyalty. Certificates covering awarded shares contain restrictions against the sale of
the stock for specified periods, and the Company receives no deduction for income tax purposes until
the dates when the restrictions terminate. The number of awarded shares issued and outstanding as of
December 31, 1976 and 1975 were 28,370 and 13,690.
• • • •

READING & BATES OFFSHORE DRILLING COMPANY
Notes to Financial Statements
(J) Stock Option and Career Stock Plans
• • • •

Under the 1973 Career Stock Plan, 100,000 shares of Common Stock were authorized for issuance
to key employees and officers. The Company receives no cash consideration for the shares issued.
Shares issued under the plan are subject to restrictions which lapse as to 12% immediately and 11%
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each year for eight years commencing one year from date of issuance. At September 30, 1976, 88,145
shares had been issued (net of forfeitures) and 11,855 shares were available for granting. The market
value of the Common Stock at the date of grant is recorded as unearned compensation and is amortized
to expense over the period during which the restrictions lapse. Unearned compensation is shown as a
deduction from shareholders’ equity.

PERFORMANCE DEBENTURE UNITS
MICROWAVE ASSOCIATES, INC.
Notes to Financial Statements
Note 8—Other Long-Term Liabilities:
Under the Contingent Compensation Plan, as amended in November 1974, deferred compensa
tion in the form of Performance Convertible Debenture Units (15,372 units in 1976 and 12,167 units in
1975), amounting to $327,000 in 1976 and $238,000 in 1975 has been awarded to officers and other key
employees. The Units have a face value equal to the book value per share of the Company’s outstand
ing common stock at the end of the fiscal year in which the award is made. Aggregate units outstand
ing at October 2, 1976 were 27,539. At the option of the recipient, these Units may be converted at the
end of five years from the date of grant into either. (1) a maximum of 32,178 shares of common stock,
or (2) cash in an amount for each Unit equal to the then book value per share of outstanding common
stock, or (3) a combination of the preceding elections. If the participant leaves the Company’s employ
prior to the expiration of the initial five-year period, he will forfeit a pro rata portion of the Units back
to the Company. Compensation expense will be accrued and charged ratably against income during
the five-year period adjusted for forfeitures. Compensation expense in 1976 amounted to $70,000.
• • • •

PERFORMANCE SHARES (UNITS)
AIR PRODUCTS AND CHEMICALS, INC.
Notes to Financial Statements
7. Stock Option and Incentive Plans
• • • •
Under a performance share plan adopted in 1973, awards in the aggregate of 865,946 performance
shares may be made to officers and employees. Awards were made in 1973 and 1975 and further
awards are expected to be made in 1977 and 1979. Awards will be paid in cash or shares of the
Company’s Common Stock four years after the date of grant subject to achievement of earnings
objectives. The annual provision for the cost of these awards will vary depending on the changes in the
market value of the Common Stock over the performance period and because of this factor the 1976
provision was $1,515,000 compared to $3,318,000 in 1975.
• • • •

AMFAC INC.
Notes to Financial Statements
14. Pension and Compensation Plans:
• • • •
Amfac has granted certain officers and key employees units under its stock performance unit
plan. Each unit has an assigned value equal to the market value of one share of Amfac’s common stock
on the award date. The benefits are payable (in cash, common stock or a combination of both) in 25%
annual increments based on the excess (if any) of the market price of Amfac’s common stock on the
payment date over the market price on the award date, adjusted for cash dividends between the
award and payment dates. At December 31, 1976, units outstanding totaled 105,606 at an average
value per unit of $16.44. Expenses under this plan totaled $15 for 1976, $19 for 1975, $75 for 1974 and
$191 for 1972 (there was no expense in 1973).
• • • •
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ASPRO, INC.
Notes to Financial Statements
Note G—Performance Share Unit Plan
Under a Performance Share Unit Plan approved in 1971, and amended in November, 1974, key
executives of the Corporation may be awarded Share Units, the ultimate value of which is dependent
upon either: (a) the market value of the Corporation’s Common Stock at the time such award becomes
fully vested (“Performance Share Units”), or (b) the increased value of the Corporation’s Common
Stock at the time such award becomes fully vested over its value at the date of grant (“Phantom Share
Units”). Awards granted become vested in varying proportions after one or two years from date of
grant to five years from date of grant. Vested amounts may be payable in either cash or Common
Stock of the Corporation at the discretion of the Board of Directors. Benefits on grants issued prior to
January 1, 1973, will be charged to income in the year paid. Benefits on grants issued subsequent to
December 31, 1972 ($326,000 in 1976 and $66,469 in 1975), are charged to income ratably over the term
of the award. The following tabulation summarizes the changes in the outstanding Performance Share
Units and Phantom Share Units for the years ended July 31, 1976 and 1975:

Outstanding at beginning of year............. .......
Awarded during year................................. ........
Cancelled....................................................
Adjustments resulting from cash
and stock dividends............................... ........
Outstanding at end of y e a r....................... ........

Performance
Share Units
1976
1975
23,000
16,000
23,000

Phantom
Share Units
1976
1975
49,042
81,656
26,000
(1,522)

1,856
40,856

4,347
84,481

23,000

6,614
81,656

As of July 31, 1976, grantees had earned vested rights in 15,969 Performance Share Units and in
39,282 Phantom Share Units.
AVONDALE MILLS
Notes to Financial Statements
(7) Performance Share Incentive Plan
The stockholders of the Company, in 1974, approved the Performance Share Incentive Plan for
key executives. The Compensation Committee of the Board of Directors, consisting of members who
are not participants in the plan, may award up to 165,000 “performance shares”, each being equivalent
to a share of the Company’s common stock. The number of performance shares authorized and
awarded are adjusted for stock dividends. Performance shares, once awarded, are earned only to the
extent that the Company achieves stated cumulative growth rates in net earnings per share over a
five-year period; however, the plan provides that performance shares may be partially earned up to a
maximum of 50% at the end of the first three years of the five-year period. Payments to participants, if
earned, may be made through issuance of the Company’s common stock and in cash; the amount of
cash, at a minimum, being equal to the amount of income taxes required to be withheld on the
payment. During 1976, 1975 and 1974, a total of 16,500, 16,500 and 16,402 performance shares,
respectively, were awarded, forty-nine shares of which were paid during 1975. No additional provision
for the cost of the awards has been recorded because the Company had not achieved the stated
cumulative growth rate at August 31, 1976.
CABOT CORPORATION
Notes to Financial Statements
H. Stock Incentive Plans
• • • •

At September 30, 1976, 250,000 shares of unissued (or reacquired) common stock of the Company
were reserved for issuance under the Company’s Performance Share Plan, which was approved by the
stockholders on February 11, 1972. Under the plan, a committee of the Board of Directors is au
thorized to make to key employees awards in various forms, which will result in the distribution of
either cash or common shares of the Company at the end of a specified period, usually six years from
the award date. The amount of cash or number of shares to be so distributed will depend upon the
earnings per share performance of the Company over the specified period. At September 30, 1976,
awards of 98,950 shares were outstanding under this plan. During the year there were no awards
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under the plan. The charge to income is based upon assumptions relating to future events affecting the
eventual distribution of these shares.
GENERAL TELEPHONE & ELECTRONICS CORPORATION
Notes to Financial Statements
1. GTE Common Stock
• • • •

During 1972, the shareholders approved a Performance Share Plan under which officers and key
employees of GTE and its subsidiaries may be awarded a maximum of 1,000,000 Performance Shares.
The Plan covers a period of ten years commencing January 1, 1972. A participant’s right to receive
payouts, which may be in common stock or cash or a combination, is based on the achievement of
certain earnings objectives during each award period. For the first award period, which ended on
December 31, 1975, 224,157 Performance Shares were earned for which the participants received cash
payouts aggregating $6,143,000. As of December 31, 1976, awards of 328,066 and 279,742 Perfor
mance Shares, net of cancellations, covering four year and two year periods beginning with the third
and fifth Plan years, respectively, were outstanding.
• • • •

RAYBESTOS-MANHATTAN, INC.
Notes to Financial Statements
Note N—Performance Share Plan
The Company’s Performance Share Plan provides for incentive awards to certain key executives
of the Company and its subsidiaries and is administered by a committee consisting of outside members
of the Board of Directors. The committee may make awards of performance share units annually for 10
years beginning in 1975, which if earned will be paid out 50% in cash and 50% in the Company’s
common stock, unless the Board of Directors requires a greater portion to be paid in cash. The last
award period will end January 5, 1987.
The performance share unit award is payable approximately three years after grant based upon
the Company’s attaining cumulative earnings per share objectives, determined at the time of grant.
The value of the performance units earned will depend on the market value of the shares at the end of
the three-year period not to exceed an increase of 100% of the value at time of grant. No more than
108,000 shares of the Company’s common stock may be awarded under the plan, subject to dilutive
adjustments, and no one executive can receive more than 15% of the total performance share units
over the life of the plan. At January 2, 1977 there were outstanding 13,080 performance shares, of
which 5,880 were awarded on February 26, 1975 to five employees and 7,200 were awarded on April
26, 1976 to ten employees.
The estimated value of the performance share units, including the cumulative change in the
market value of the common shares, is charged to operations based on the annual attainment of the
objectives. This expense was approximately $155,000 in 1976 and $43,000 in 1975.
SUN COMPANY, INC.
Notes to Financial Statements
Retirement, Stock Purchase and Savings and Management Incentive Plans
• • • •

The management incentive plans of Sun are the Executive Compensation Plan and the Manage
ment Performance Share Plan. The Executive Compensation Plan provides that the Board of Direc
tors may pay annually as additional compensation to such employees as the Board determines have
principally contributed to the profitability of the Company, a total sum not in excess of five per cent
(5%) of the amount of the income before Federal income taxes in excess of seven per cent (7%) of its
net assets. The Management Performance Share Plan authorizes the award of units to eligible
employees of the Company every two years. The value of the units is related to the value of Sun
common stock six years after the beginning of the year in which the award is made and payment after
the six-year period in cash or shares is contingent upon the achievement of an increase in the rate of
return on stockholders’ equity in an amount previously fixed by a committee appointed by the Board.
Awards under the Management Performance Share Plan may not exceed the unallocated portion of
funds already available under the Executive Compensation Plan during the preceding two years.
Charges against income in connection with the retirement, stock purchase and savings, and
management incentive plans in 1976 were $64,431,000, $10,788,000 and $6,404,000, respectively, and
in 1975 were $58,236,000, $9,703,000 and $3,628,000, respectively.
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TECHNICON CORPORATION
Notes to Financial Statements
12. Profit Sharing, Performance Unit and Pension Plans
• • • •

In May 1973 the Company adopted a Performance Unit Plan under which an aggregate of 400,000
performance units may be granted to key employees. Performance units are based on the degree to
which pre-established goals are achieved and, if earned, are payable as determined by a committee of
the Board of Directors either in shares of the Company’s common stock, in cash or in a combination
thereof.
On the basis of achievement during 1976 and 1975, payment was or will be made with respect to
performance units, generally 40% in shares of the Company’s common stock and 60% in cash. Charges
to income relating to this plan were $299,000 in 1976 and $240,000 in 1975.
THIOKOL CORPORATION
Notes to Financial Statements
8.

Stock Options and Performance Share Plan and Capital in Excess of Par Value
• • • •

Performance Shares are deemed to be the equivalent of one share of the company’s common
stock. Under the plan, which was adopted in 1973, award grants are to be paid four years from the
beginning of the fiscal year in which the grant was awarded, based on performance.
It is currently anticipated that payments of Performance Shares will be made one-half in cash and
one half in shares of the company’s common stock. Under the plan, 300,000 Performance Shares have
been authorized for issuance in the form of awards through 1977. During 1976 and 1975, awards for
6,800 and 110,058 Performance Shares were granted and awards for 5,125 and 12,000 Performance
Shares were cancelled. Of the awards granted through 1976, 155,683 were outstanding at January 2,
1977. The accrued cost for 1976 and 1975 in connection with this Plan was $790,000 and $438,000,
respectively. Included in accrued liabilities were $1,693,000 and $903,000 at January 2, 1977 and
December 28, 1975, respectively, representing the aggregate accrued costs in connection with this
Plan.
• • • •

THE TORO COMPANY
Notes to Financial Statements
(8) Stock Option and Stock Purchase Plan
• • • •

In September 1975, the Board of Directors approved the adoption of a Performance Unit Award
Plan to provide additional incentive compensation to key employees over three and five-year earn-out
periods. The amount of compensation earned (to be paid in cash or in a combination of cash and
common shares at the end of the earn-out periods) during the earn-out periods will be determined by
comparison of the Company’s performance to that of a group of other publicly-held corporations.

SAVINGS (THRIFT)—EMPLOYER CONTRIBUTION VARIES WITH PROFITS
ARA SERVICES, INC.
Notes to Financial Statements
(4) Employees’ Pension and Profit-Sharing Retirement Plans:
• • • •

The Company and certain of its subsidiaries also have contributory Employees’ Savings and
Profit-Sharing Plans for eligible salaried employees. Under the terms of the Plans, company contribu
tions (which will be invested in common stock of the Company) will be made at specified graduated
percentages (based on the percentage of consolidated net earnings to capitalization, as defined and the
percentage increase in fully diluted earnings per common and common equivalent share, as defined) of
the participants’ contributions during the year. Certain other subsidiaries have profit sharing retire
ment plans which provide for annual contributions in amounts as determined by the management of
these subsidiaries.
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BINKS MANUFACTURING COMPANY

Notes to Financial Statements
(8) Employees’ Profit Sharing and Executive Compensation Plans
The Company has a contributory savings and profit sharing plan covering all full-time employees
with over one year of service. Profit sharing fund assets are invested in marketable securities,
including the Company’s capital stock.
The Company has revised its profit sharing plan to comply with the requirements of the
Employee Retirement Income Security Act of 1974. Liberalized eligibility for participation is ex
pected to increase the Company’s annual contributions in future years by approximately $100,000.
• • • •
COOPER LABORATORIES, INC.
Notes to Financial Statements
Note 10. Employee Benefits
• • • •
The Company’s Stock Purchase Savings and Profit-Sharing Plan for substantially all full-time
U.S. employees is contributory and requires that the employer company make a basic contribution
equaling at least 25% of participating employees’ contributions and also provides, at the Company’s
option, for an additional Company contribution of up to 75% of the contributions of participating
employees. However, all such contributions may not exceed the greater of current year or previously
accumulated earnings and profits of the Company. The 25% contribution to the Plan, net of credits,
was $50,000 for the year ended October 31, 1976 ($59,000 in 1975) and an additional Company con
tribution amounted to $168,000. At October 31, 1976 and 1975, 78,214 shares of the Company’s
authorized common stock were reserved for issuance under the Plan.
MCGRAW-EDISON COMPANY
Notes to Financial Statements
9. Profit Sharing and Pension Plans
The majority of domestic employees are covered by the McGraw-Edison Company Profit Sharing
Trust, which was established in 1953 as a savings and retirement plan for employees. Provisions for
contributions to the plan were $12,380,000 in 1976 and $8,548,000 in 1975. At December 31, 1976, the
McGraw-Edison Company Profit Sharing Trust owned 3,397,951 shares (20.8 percent) of the com
pany’s common stock.
• • • •
POTLATCH CORPORATION
Notes to Financial Statements
Note 8. Retirement, Incentive, and Savings Investment Plans
• • • •

In 1973, the company instituted a voluntary savings investment plan for which substantially all
salaried employees are eligible. The plan provides for the company to contribute a percentage, based
on the company’s earnings, of the eligible contributions by employees. Company contributions, all of
which are invested in Potlatch common stock, were $506,000 in 1976 ($425,000 in 1975).
QUAKER STATE OIL REFINING CORPORATION
Notes to Financial Statements
9: Employee Retirement and Savings Plan:
• • • •
The Company also contributes to voluntary savings plans designed to encourage and assist in
investment programs and, in part, provide incentives to employees by providing stock ownership in
the Company. Under these plans, the Company makes regular monthly contributions equal to a
percentage of the amount invested by participants, and the Company may make additional contribu
tions based upon formulas predicated upon income. Company contributions to these plans amounted to
$723,000 and $616,000 in 1976 and 1975, respectively.
• • • •
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SAVINGS (THRIFT)—EMPLOYER CONTRIBUTION
DOES NOT VARY WITH PROFITS
A M F INCORPORATED
Notes to Financial Statements
8. Retirement and Thrift Incentive Plan
• • • •
Under the Company’s Thrift Incentive Plan, approved by stockholders in April 1976, eligible
salaried and commission-paid employees may contribute up to 6% of their base compensation to the
Plan. The Company contributes, in AMF common stock, an amount equal to 50% of the employees’
contributions, the cost of which is charged against current earnings. A total of 900,000 shares were
reserved for issuance under the Plan, of which 47,796 were issued to the plan trustee during the year.
CORROON & BLACK CORPORATION
Notes to Financial Statements
10. Employee Benefit Plans
• • • •

Certain subsidiaries have an employee thrift plan under which employees may contribute up to
5% of their basic compensation and the Corporation contributes a matching amount up to 2%. The
contributions are used to purchase the Corporation’s common stock either in the open market or from
treasury stock. The Corporation’s costs are charged to income and amounted to $94,000 in 1976 and
$64,000 in 1975.
• • • •
FIBREBOARD CORPORATION
Notes to Financial Statements
Note 9—Retirement, Savings and Incentive Compensation Plans
• • • •

Substantially all of the Company’s salaried employees are eligible to participate in Fibreboard’s
savings plan upon completion of twelve months of continuous employment with the Company. Under
the terms of the plan, Fibreboard contributes cash or shares of its common stock in an amount equal in
value to 50% of the amount of contributions made by the plan participants. The entire amount
contributed by Fibreboard is invested in its common stock. Fibreboard’s contributions during 1976
and 1975 amounted to $234,000 and $286,000 in cash, respectively.
• • • •

GENERAL SIGNAL CORPORATION
Notes to Financial Statements
5. Capital Stock•
• • • •

Treasury Stock: Transactions during 1976 and 1975 are as follows:
Balance at beginning of year
Common stock issued for acquired company (note 2)
Common stock issued to the Company’s Savings and
Stock Ownership Trust
Common stock issued under the Company’s Incentive
Compensation Plan
Treasury stock acquired
Balance at end of year

1976
40,054
(12,632)

1975
39,084
—

(5,584)

—

(206)
—
21,632

(30)
1,000
40,054

7. Employee Benefit Plans
• • • •

Effective January 1, 1976, the Company established a Savings and Stock Ownership Plan for
certain eligible employees. Under the plan, the Company makes regular monthly contributions equal
to a fixed percentage of certain defined amounts contributed by employees. Company contributions
amounting to $1,495,000 in 1976 were invested in shares of the Company’s common stock. At De
cember 31, 1976, there were 271,029 shares of common stock reserved for issuance under the plan.
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GREAT WESTERN FINANCIAL CORPORATION
Notes to Financial Statements
Note 11: Employee Benefit and Stock Option Plans
• • • •

The Company has an Employee Savings-Stock Bonus Plan which grants to substantially all
employees the opportunity to invest up to 10% of their earnings in savings certificates. For invest
ments by the employees of up to 5% of their earnings, the Company contributed an amount equal to
one-half thereof or $192,000 for 1976 and $200,000 for 1975 for purchase of capital stock of the
Company on the open market. At December 31, 1976, 200,000 shares of the Company’s unissued
capital stock were reserved for possible issuance under this plan.
LOUISIANA GENERAL SERVICES, INC.
Note to Financial Statements
4. Employee Benefit Plans:
• • • •

The Company has an Employees’ Savings and Investment Plan which provides that the Company
will match contributions of participating employees $2 for each $1 contributed ($1 for each $1 through
February, 1976) up to 5% of compensation and $1 for each $1 contributed up to an additional 1% of
compensation. The contributions of the Company to the Plan were approximately $333,000 in 1976,
$112,000 in 1975 and $66,000 in 1974. Substantially all assets of the Plan consist of common stock of the
Company.
MARTIN PROCESSING INC.
Notes to Financial Statements
5. Employee Incentive and Pension Plans
The Company established a stock bonus plan in 1975 and in 1976 an employee savings and stock
ownership plan was implemented. Contributions to the stock bonus plan are determined annually by
the Company’s Board of Directors; contributions to the employee savings and stock ownership plan
are based on a percentage of the employees’ base contributions made to the plan. Provision of $408,000
was made under both plans in 1976; provision of $400,000 was made under the stock bonus plan in
1975.
• • • •

REVLON, INC.
Notes to Financial Statements
Stockholders’ Equity
• • • •

The Company has a Restricted Stock Purchase Plan under which 200,000 shares are available for
grant; no shares have been granted under the plan. The Company also has an Employees’ Stock
Purchase Plan (amended in 1976), under which eligible employees may purchase the Company’s
common stock at market value and/or have their money placed in a Savings Fund. The Company
contributes shares of its common stock having a market value equivalent to 50% of the employees’
contributions.
TASTY BAKING COMPANY
Notes to Financial Statements
9. Thrift Plan:
All eligible employees of participating companies qualify for membership in the Thrift Plan under
which the companies contribute an amount (not less than 25¢ for each $1.00 contributed by a member)
to be determined annually by the Board of Directors of the company. The companies’ contributions
(35¢ in 1976 and 1975) charged against income amounted to approximately $357,000 in 1976 and
$338,000 in 1975.
The companies’ contributions are to be invested in Tasty Baking Company’s Class A common
stock. The members’ contributions can be used to purchase various combinations of the Class A
common stock (maximum election 25%), United States Series E Savings Bonds (maximum election
100%), Income Account (maximum election 100%) and Common Stock Account (maximum election
50%). The Income Account and Common Stock Account are managed by the Equitable Life Assurance
Society of the United States.
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The Company had 67,032 shares of Class A common stock reserved for possible issuance under
the plan at January 1, 1977.
UNIROYAL INC.
Notes to Financial Statements
Employees’ Savings Plan
The Uniroyal Savings Plan for Salaried Employees permits eligible employees to invest up to six
percent of their current earnings in a combination of common stock of the Company, at market value,
and U.S. Government securities or a fixed principal-income fund. The Company makes a matching
contribution of 50% of these employee contributions which it invests in its common stock and which
totaled $1,987,000 in 1976 and $1,984,000 in 1975.
The Plan also allows additional employee contributions of from one to six percent of compensa
tion. These contributions are not matched by the Company and are invested in the fixed principalincome fund.
The Plan was amended in 1976, subject to Internal Revenue Service approval, to shorten, from 6
months to 3 months, the period of time an employee may not participate in the Plan after a withdrawal
of his savings.

STOCK OPTION—NEW PLAN
FIRST PENNSYLVANIA MORTGAGE TRUST
Notes to Financial Statements
8 Additional Shares
••••

b. On July 27, 1976 the Trustees granted Gerard V. Carey, the Chairman and President of the
Trust, a non-qualified stock option to purchase 50,000 Shares of Beneficial Interest at a price not less
than 100% of the fair market value of such shares on the date of the grant ($1.75 per share). The option
is exercisable in whole or in part for a period of up to ten years. The Trustees may grant up to 200,000
additional nonqualified stock options to certain employees of the Trust or its Manager, Associated
Advisers, Inc., on similar terms.
HOOVER BALL AND BEARING COMPANY
Notes to Financial Statements
Note F—Stock Options
During 1976, the Company’s former stock option plans were replaced by the new 1975 Stock
Option Plan, and all options previously outstanding were carried forward under the new plan at
essentially the same terms.
The new plan provides for the granting of options, which may be either qualified or nonqualified,
for the purchase of shares of the Company’s common stock at fair market value on the date of grant.
Options may be exercised at any time within a period of five years from date of grant.
Additional information regarding shares subject to option under the new plan is as follows:

Outstanding at beginning of year ............................................................
Granted—$14.67 per share ($10.08 in1975) ...........................................
E xercised....................................................................................................
Canceled .....................................................................................................
Outstanding at end of year........................................................................

1976
99,167
30,000
(19,913)
(3,489)
105,765

1975
70,930
30,000
—0—
(1,763)
99,167

Reserved for future grant at end of year................................................

277,820

—

The exercise prices of options outstanding (all of which are nonqualified) at July 31, 1976, ranged
from $10.08 to $14.67. The foregoing information has been adjusted, as appropriate, for the 3-for-2
stock distribution.
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LOEHMANN’S, INC.

Notes to Financial Statements
4. Stock Option Plan
The Company’s qualified stock option plan, which expires September 14, 1977, authorizes the
issuance of 166,425 options for the purchase of common stock, at not less than 100% of market at the
date of grant.
Options granted prior to July 2 9 , 1974 are exercisable one-fourth each year after the first year and
expire five years from the date of grant. During fiscal 1975, shareholders approved an amendment to
the plan, whereby future options will be exercisable on such terms as determined by the Company’s
option committee. Transactions under the plan were as follows:
52 weeks ended
July 26, 1976
Grant price
Shares
Outstanding, beginning of year............... .............. 56,566
$6.13-$8.63
—
—
Granted ......................................................
Term inated................................................. ............. (3,657) $6.13-$8.63
E xercised................................................... .............. (6,910) $6.13-$8.63
Outstanding, end of year ........................ .............. 45,999
$6.13-$8.63
Exercisable, end of year .......................... .............. 20,694
Available for additional grants ................ .............. 84,800

$6.13-$8.63
—

July 28, 1975
Grant price
Shares
$6.13-$9.00
62,864
—

—

(3,439)
(2,859)
56,566

$6.13-$9.00
$6.13-$9.00
$6.13-$8.63

17,121

$6.13-$8.63

81,143

—

At July 26, 1976, 130,799 shares of common stock are reserved for issuance under the stock option
plan.
MARRIOTT CORPORATION
Notes to Financial Statements
Capital Stock
Total common stock shares reserved at July 30, 1976:
Conversions of convertible subordinated debt
Employee stock option plan
Deferred stock compensation programs
Employee qualified stock purchase plan
Restricted stock plan for key employees
Exercise of warrant, at $22.65 per share
Total shares reserved

997,672
922,090
782,202
494,697
100,000
13,245
3,309,906

In September 1974, the Company adopted an employee stock option plan under which options to
purchase a maximum of 945,562 shares of common stock may be granted to key employees at not less
than 100% of the fair market value on the date of grant. All options expire ten years after the date of
grant and are exercisable in cumulative installments of one-fourth each year after a one-year waiting
period. Activity under the plan for the fiscal years ended July 30, 1976 and July 2 5 , 1975 is summarized
below. Shares and option prices have been adjusted for stock dividends.

Balance, July 26, 1974
Granted
Canceled
Balance, July 25, 1975
Granted
Exercised
Canceled
Balance, July 30, 1976

Shares Under Option
Option Price
Number of
Per Share
Shares
—
—
$11.00-12.62
681,871
11.00
(54,317)
11.00-12.62
627,554
10.37-17.75
178,380
11.00
(23,472)
10.37-14.39
(60,823)
10.37-17.75
721,639
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At July 30, 1976, options for 125,068 shares were exercisable and 200,451 shares were available
for granting of additional options. No accounting is made for options until they are exercised, at which
time the proceeds from the options are credited to common stock and capital surplus.
• • • •

STOCK OPTION—OLD PLAN
ADDRESSOGRAPH-MULTIGRAPH CORPORATION
Notes to Financial Statements
Stock Options
In accounting for options, no charge is made to income. The amounts received on options exer
cised are credited to common stock and capital in excess of par value as appropriate.
Under the 1971 Stock Option Plan approved by shareholders, 200,000 shares of common stock
were reserved for issuance to officers and other key employees pursuant to the exercise of qualified
and nonqualified stock options. Options have been granted at prices equal to the fair market value on
the date of the grant, and become exercisable in amounts approximating 25% of the grant on the
anniversary date of the grant in each of the four succeeding years. No option is exercisable after ten
years from the date of the grant. Prior to January 1, 1973 both qualified and nonqualified options were
granted simultaneously or in tandem. The optionee with tandem options may elect to exercise either
option or a combination of the two, and the number of shares purchasable under one such option
reduces on a one-for-one basis the shares purchasable under the other option. Options granted after
January 1, 1973 are either qualified or nonqualified options, and the purchase of shares under either
option has no relation to the number of shares purchasable under other options. No options under the
plan may be granted after November 3, 1976.
Data relating to the plan is shown below:

Shares under option at July 31, 1975
Options granted
Options exercised
Options terminated
Shares under option at July 31, 1976

Shares
141,175
67,900
(2,187)
(26,575)
180,313

Price Range
$4.44-$44.06
7.88
4.44
4.44- 44.06
4.44- 39.75

Exercisable options at July 31, 1976

55,521

4.44- 39.75

Shares available for future grants at July 31, 1976

17,500

BROWN COMPANY
Notes to Financial Statements
Note E—Capital Stock
• • • •
At July 31, 1976, unissued shares of common stock were reserved for the following purposes:
Warrants exercisable to May 15, 1980 at $13.20 per sh a re.................................................... 1,356,682
Warrants exercisable to January 26, 1977 at $10.43 per sh a re .............................................. 368,529
Employee stock options outstanding.........................................................................................
157,500
Employee stock options available for g ra n t.............................................................................
101,875
Total ...................................................................................................................................... 1,984,586
The Company’s stock option incentive plans provide for the grant of qualified stock options to key
employees to buy common stock of the Company at a price not less than fair market value on date of
grant. Subject to termination of employment, the options expire five years from the date of grant and
are generally exercisable in varying installments through 1981.
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Other information concerning stock options is summarized below:

Number
of
Shares
Options outstanding at November 30, 1975
by year of grant:
Year ended November 30, 1971 ..................
Year ended November 30, 1972 ..................
Year ended November 30, 1973 ..................
Year ended November 30, 1974..................
Year ended November 30, 1975..................
Total ...................................................... ...

14,375
5,000
35,500
38,875
7,500
101,250

Option Price
Per Share

Total

$5.35-$7.80(a)
8.45- 8.90(a)
8.35- 8.90(a)
8.25- 8.60(a)
8.20- 8.80(a)

$101,475
43,360
301,756
321,521
64,500
$832,612

Number
of
Shares
Options outstanding at July 31, 1976 by
period of grant:
Year ended November 30, 1971..............
Year ended November 30, 1972..............
Year ended November 30, 1973.............. ......
Year ended November 30, 1974...............
Year ended November 30, 1975.............. ......
Eight months ended July 31, 1976...........
Total ................................................... ......

Options which became
exercisable:
Year ended November
30, 1975........................ ...
Eight months ended
July 31, 1976................ ...
Options exercised:
Year ended November
30, 1975........................ ...
Eight months ended
July 31, 1976................ ...

Option Price
---------------------------------Per Share
Total

1,250
2,500
34,875
38,875
5,000
75,000
157,500

$5.70(a)
8.45(a)
$8.35- 8.90(a)
8.25- 8.60(a)
8.80(a)
10.45(a)

Option Price

$

7,130
21,120
296,191
321,521
44,000
783,600
$1,473,562

Number
of
Shares

Market Value

Per Share

Total

Per Share

Total

40,625

$5.35-$8.90(a)

$336,610

$ 7.40-$ 8.80(b)

$335,253

20,156

8.25- 8.90(a)

169,424

10.38- 13.00(b)

236,891

34,375

$4.15-$8.40(a)

$178,135

$ 7.10-$ 8.40(c)

$274,875

16,250

5.35- 8.90(a)

122,160

11.00- 12.30(c)

185,750

(a) Market prices on date options granted.
(b) Market prices on date options became exercisable.
(c) Market prices on date options were exercised.
At November 30, 1975 options for 57,500 shares were exercisable. At July 31, 1976 options for
61,406 shares were exercisable. Options for 174,375 shares were available for future grants at
November 30, 1975, and 101,875 shares at July 31, 1976. No charges were made to income for options
transactions in 1975 or 1976, and the excess of proceeds over par value of shares issued in fulfillment of
stock options is credited to other capital.
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CAMPBELL SOUP COMPANY
Notes to Financial Statements
7.

Capital
Authorized capital stock is 40,000,000 shares of $.60 par value.

Changes in capital were:
July 28, 1974 .................................................................... .....
Amounts arising from issue of capital stock in
treasury for use under Management incentive
and Stock option plans ...............................................
August 3, 1975..................................................................
Amounts arising from issue of capital stock in
treasury for use under Management incentive
and Stock option plans................................................
August 1, 1976................................................................. .....

Capital
stock

Capital
surplus

Total
capital

$20,343

$34,140

$54,483

20,343

67
34,207

67
54,550

$20,343

194
$34,401

194
$54,744

Shares outstanding were 32,606,916 at August 1, 1976 and 33,184,639 at August 3, 1975 after
deducting shares in treasury of 1,298,753 and 721,030, respectively.
The following summarizes the activity in option shares under the Company’s employee stock
options:
Beginning of y ear.......................................................................................
Granted—1969 and 1974 stock option plans and 1976 Board option
at average price of $34.89 in 1976 and $27.49 in 1975........................
Exercised at average price of $28.46 in 1976 and $27.53 in 1975.........
Term inated..................................................................................................
End of y ea r.................................................................................................
Shares under option—prices per share:
Range of prices.......................................................................................

Average price..........................................................................................

1976
691,930

1975
689,173

214,350
(53,813)
(23,521)
828,946

66,470
(36,373)
(27,340)
691,930

$26.875
to
$35.6875
$30.72

$26.875
to
$35.6875
$29.23

There are options for 590,784 shares available for exercise in fiscal 1977 and options for 490,780
shares are available for grant under the stock option plans.
CONDEC CORPORATION
Notes to Financial Statements
Stockholders’ Equity
• • • •

At July 31, 1976, 2,559,155 shares of Condec’s common stock were reserved for the following
purposes:
Conversion of debentures at $9.00 to $22.81 per share
Conversion of each share of 10¢ convertible preferred stock
into .523 of a share of common stock
Warrants to purchase common stock at prices increasing
from $10.00 to $11.50 per share until 1985
Warrants to purchase common stock at $11.91 and $12.46
per share until 1977
Warrants to purchase common stock at $10.00 per share until 1986
Outstanding stock options granted to key employees at
prices ranging from $2.13 to $10.13 per share, the market
prices at dates of grant, of which options with respect to
5,250 shares were exercisable at July 31, 1976
Available for future options to key employees
Total
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1,756,506
22,507
25,000
91,592
532,500

107,750
23,300
2,559,155

During the year employees received options to purchase 1,500 shares at $10.13 per share, the
market price on date of grant; options for 875 shares were exercised; options for 5,350 shares were
cancelled. At July 31, 1975 options to purchase 112,475 shares were outstanding at prices ranging from
$2.13 to $8.13 per share, of which options with respect to 3,300 shares were exercisable, and 19,450
shares were reserved for future options.

EASON OIL COMPANY
Notes to Financial Statements
5. Stockholders’ Equity
Common stock and capital in excess of par value increased $48,638 and $1,294,992, respectively,
in 1976 ($46,924 and $756,650 in 1975) as a result of 3% stock dividends paid in October 1975 and 1974.
The following information concerning stock options has been adjusted to give effect to these stock
dividends.
Activity in employee stock options, exercisable options and shares available for future option is as
follows:

Shares
Shares under option:
July 31, 1974 ..........................................
Options granted.....................................
Options exercised..................................
Options canceled.....................................
July 31, 1975 (all exercisable)..............
Options canceled.....................................
July 31, 1976 (all exercisable)..............

21,857
515
(11,473)
(4,507)
6,392
(573)
5,819

Shares available for future option:
July 31, 1976...........................................

13,180

Option price
Per share
$10.29-$19.92
$26.57
$10.29
$13.95-$19.92
$12.96-$26.57
$15.27
$12.96-$26.57

Total
$267,355
13,688
(118,100)
(66,255)
96,688
(8,750)
$ 87,938

ELECTRO AUDIO DYNAMICS, INC.
Notes to Financial Statements
6. Preferred Stock, Common Stock, Per Share Data and Stock Options
• • • •

Options to purchase common stock are granted at 100% of market value at date of grant. At July
31, 1976, options to purchase 122,953 shares of common stock were outstanding at prices ranging from
$1.63 to $3.97 per share, 47,347 of which were exercisable. Options for 27,047 shares were available
for future grant under the 1967, 1970 and 1972 stock option plans. The number of outstanding options
was increased by 25,640 and decreased by 23,580 in fiscal years 1976 and 1975, respectively. No
options have been exercised during fiscal years 1976 and 1975.
• • • •

KELLER INDUSTRIES, INC.
Notes to Financial Statements
Note E—Stock Options and Other Reserved Shares
In January 1971, the shareholders of the Company approved a Qualified Stock Option Plan
pursuant to which 100,000 shares of unissued Common Stock were reserved for options which may be
granted (subject to a 10,000 share cumulative limitation on grants to any one individual) to officers and
key employees to purchase shares at prices not less than fair market value on the date of grant. Each
option is exercisable, commencing two years from date of grant, in cumulative annual installments of
25% during the third and fourth years, with the remainder exercisable during the fifth year. No
options may be exercisable after five years from date of grant. Through July 31, 1976, no options had
been exercised under the 1971 Plan. All prior plans expired in 1975.
The excess of proceeds over par value of the stock issued under the plan is credited to paid-in
capital. No charge is made against income upon granting options. The following summarizes transac
tions involving stock options under the 1971 Plan and prior plans for the two years ended July 31, 1976:
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Outstanding August 1, 1974 ................... ...............
Cancelled or expired
E xercised................................................. ...............
Outstanding July 31, 1975...................................
Granted .................................................... ...............
Cancelled or expired
Outstanding July 31, 1976...................................

Number
of Shares
75,367
(15,075)
(16,042)
44,250
15,900
(25,200)
34,950

Option Price
Aggregate
Per Share
$883,038
$ 5.25 to $24.50
(157,651)
6.00 to 24.50
( 88,377)
5.25 to 6.00
637,010
10.25 to 24.50
123,225
7.75
(325,917)
7.75 to 21.50
$434,318
$ 7.75 to $24.50

Options became exercisable for the purchase of 7,224 and 15,298 shares during the years 1976 and
1975, and options for 13,602 and 25,443 shares were exercisable at July 31, 1976 and July 31, 1975,
respectively.
In addition, at July 31, 1976 and 1975, 224,638 shares of the Company’s Common Stock were
reserved for possible issuance upon conversion of the 5% convertible subordinated debentures out
standing at those dates (see Note D).

STOCK OPTION-COMBINED WITH CASH OR STOCK AWARD
AMERICAN MOTORS CORPORATION
Notes to Financial Statements
Note G—Stock Options
At September 30, 1976, 746,000 shares of Capital Stock were reserved for issuance to key
employees under stock option plans.
A summary of the transactions for the year ended September 30, 1976, with respect to the stock
option plans follows:

Options outstanding at October 1, 1975
Options granted at prices ranging from
$4.88 to $6.13 per share
Less options terminated
Options outstanding at September 30, 1976,
at prices ranging from $4.50 to
$9.25 per share

Shares
554,000
30,000
584,000
142,000

442,000

Options for 233,500 shares granted prior to October 1, 1975, were exercisable at September 30,
1976.
The option prices for options outstanding at September 30, 1976, are not less than market value
on the date of grant. With respect to options granted under the 1972 Stock Option Plan, the Plan
provides for cash payment to the optionee at exercise date of a credit factor adjustment which is an
amount measured by the difference between the value of the shares at the date of grant and the then
market value, but not to exceed 90% of the value on date of grant. Further, under this Plan, at
exercise, an equal number of options may be surrendered in exchange for cash measured by the
difference between the value at date of grant reduced by the credit factor adjustment and the market
value. Amounts which may be paid in cash are recorded annually as compensation expense.
DANA CORPORATION
Notes to Financial Statements
Capital Stock and Stock Option Plans
Dana has in effect several stock option plans through which options have been granted to officers
and other key employees for the purchase of common stock. Options may be granted at prices equal to
the fair market value at the date of grant and are exercisable during periods of five to ten years from
that date. During the year ended August 31, 1976, the shareholders amended the Fifth Employee
Stock Option Plan. The amended plan provides that, at the discretion of the compensation committee
of the Board of Directors, an optionee may surrender one non-qualified option for each option exer
cised and receive in cash the difference between the exercise price and the fair market value of the
stock at date of exercise. Dana charged $1,381,000 to compensation expense in 1976 which represents
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$146,000 paid for 9,873 shares surrendered during the year and $1,235,000 for the estimated amount
which will be paid in future years to employees who elect to surrender options outstanding at August
31, 1976.
During the year ended August 31, 1976, options were granted to purchase 14,100 shares at prices
ranging from $15.00 to $22.50. In the year ended August 31, 1975, options were granted to purchase
395,000 shares at prices ranging from $7.00 to $8.00. Options to purchase 208,798 shares and 44,434
shares were exercised during 1976 and 1975, respectively, at prices ranging from $8.00 to $18.69 and
options for 13,171 and 93,882 shares were cancelled. At August 31, 1976, there were outstanding
options for the purchase of 980,912 shares at option prices (equivalent to the price on the open market
at date of grant) ranging from $7.00 to $22.50 per share, the average price being $11.97 per share. At
that date options for 445,422 shares were exercisable and there were 357,625 shares available for
future grants. Option prices have been restated to reflect the one for one stock distribution.
FIRST INTERNATIONAL BANCSHARES, INC.
Notes to Financial Statements
(8) Retirement and Incentive Plans
• • • •

Long-Term Incentive Plan—In 1974, 500,000 authorized but unissued shares (subject to antidilu
tion adjustments) of Common Stock of First International were reserved for issuance pursuant to the
provisions of the Long-Term Incentive Plan of First International Bancshares, Inc. (the “Plan”) for
key executives and employees of First International and its subsidiaries. The Plan includes (1) a
contingent award plan which is a bonus plan and (2) a nonqualified stock option plan. It is anticipated
that contingent awards and nonqualified stock options may be granted under the Plan each year
through 1980, after which no further contingent awards or stock options will be granted under the
Plan. The Plan is administered by a Committee of outside directors (the “Committee”) appointed by
First International’s Board of Directors.
Contingent awards granted to an individual will generally not exceed twice the aggregate option
price of the stock option grantable to such individual. The awards are earned over a three-year period
(the “Award Period”) and are payable in full or in part at the end of each Award Period. The amount
payable depends upon the extent to which the actual earnings performance of the participant’s
employer meets earnings performance levels specified by the Plan during such Award Period. Contin
gent awards, when earned, may be paid in cash, First International Common Stock, or both, as
determined by the Committee. Contingent awards totaling approximately $1,350,000, $1,146,000 and
$892,000 were granted to officers of First International and its subsidiaries for the 1976-1978, 19751977 and 1974-1976 Award Periods, respectively. Of the $892,000 contingent awards for the 1974-1976
Award Period, approximately $540,000 was earned and subsequently paid to recipients in 1977. For
financial reporting purposes, the cost of these awards is accrued over the three-year Award Period
based on estimates of amounts which will ultimately be earned for each Award Period. For the years
1976 and 1975 approximately $556,000 and $241,000 have been charged to earnings by First Interna
tional and its subsidiaries for these contingent awards.
Stock options granted under the Plan are granted at not less than the quoted market values of
such shares at the time of grant. The options are not exercisable for three years following the date of
grant and expire five years after the date of grant. The options granted under the Plan are as follows:

Award
Period
1974-1976
1975-1977
1976-1978
1977-1979

Date of
Grant
August, 1974
February, 1975
February, 1976
January, 1977

Number
of
Shares
14,333
14,061
17,446
24,669

Option
Price
Per
Share
$32.25
40.75
38.75
42.75

Aggregate
Quoted
Market
Value
$ 462,000
573,000
676,000
1,055,000

At December 31, 1976 and 1975, there are 454,160 and 471,174 shares, respectively, (subject to
antidilution adjustments) available for future options.
PEABODY INTERNATIONAL CORPORATION
Notes to Financial Statements
Executive Compensation Plans—Under the terms of the Additional Compensation Plan for
specified executives, each participant is awarded a bonus as determined by the company. At the
election of the participant, he may receive his bonus in cash, non-qualified or qualified stock options or
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defer receipt under terms of deferred compensation or phantom stock arrangement. The amounts
charged to operations in 1976 and 1975 for the Plan were $1,358,000 and $1,014,000 respectively. In
1974, the Board of Directors adopted the 1974 Phantom Stock Purchase Plan for senior executive
employees. Under the terms of the Plan, executives granted awards of phantom shares receive
bonuses over a five year period equal to the difference between market value on the bonus date of a
predetermined number of phantom shares, and 25% of their market value at the date of grant. The
maximum number of phantom shares, 63,860, allowed under the plan were awarded in 1974. The
company accounts for the plan by charging to operations the estimated aggregate bonus determined
by changes in the market value on a pro rata basis over the remainder of the five year period from the
date of the award ($207,000 in 1976 and $124,000 in 1975).
UNION CARBIDE CORPORATION
Notes to Financial Statements
11. Incentive Programs
In 1974, stockholders approved the five-year Union Carbide Incentive Program for key
employees, consisting of a “Long-Term Plan,” which is a combination cash payment and stock option
plan; and an “Annual Plan,” which is a separate cash awards plan. Under the Long-Term Plan, the
number of shares subject to options may not exceed 250,000. Option prices are 100 percent of fair
market value on the date of grant. Options become exercisable five years after, and expire seven years
after, the date of grant. In certain instances, options may become exercisable at an earlier date.
Option awards are coupled with a contingent cash award, which may not exceed two times the
aggregate option price, payable five years after the date of the award. The payment and amount of the
cash award are contingent upon achievement by the Corporation of certain earnings objectives.
Annual Plan awards consist of cash bonuses based on achievement of certain corporate goals as well as
on individual performance.
No further awards may be made under previous stock option plans, for which the last options
expired in 1975. Some options granted under these plans were exercised by execution of a purchase
contract payable within five years. Shares sold under these contracts not yet paid for are held by the
Corporation as collateral.
When shares are issued upon exercise of options, no charges are made to income and the entire
proceeds when received are credited to the common stock account.
The status of options is as follows:

Options
Outstanding at January 1...............................................................................
Granted—During the y e a r............................................................................
Exercised—During the year......................................................................
Canceled or Expired—During the y e a r ........................................................
Outstanding at December 31 ........................................................................

Number of Shares
of Common Stock
1976
1975
61,632
237,109
26,671
34,932
1,861
200,909
—
9,500
86,442
61,632

STOCK OPTION-PERFORMANCE SHARES (UNITS)
ATHLONE INDUSTRIES, INC.
Notes to Financial Statements
6.

Stock Option Plan and Incentive Option and Performance Award Plan:
• • • •

In 1975, the stockholders approved the adoption by the Company of an incentive option and
performance award plan for key employees which provides for the issuance of options and awards
covering 170,000 shares of common stock and, in addition, shares of common stock which otherwise
are available for the grant of qualified options as described above. Such options may be exercised
beginning with the third year after grant to the extent of 25% of the shares covered and in each of the
three subsequent years to the extent of an additional 25% of the shares covered. Options not previ
ously exercised may be exercised in the sixth year after grant at the end of which time the options
expire. The exercise price of the options is based on the fair market value of the common stock on the
date of grant and represents 75% thereof in the third year after grant and decreases by an additional
25% in each of the succeeding three years; during the sixth year subsequent to grant, the option is
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exercisable at a price equal to the par value of the Company’s common stock, presently ten cents. In
addition to options, awards may be granted to key employees in the form of common stock (subject, as
to number of shares, to the limitations described above), cash, or combinations thereof, the aggregate
amount of which at any time may not exceed 3% of the consolidated earnings of the Company for all
preceding years commencing with 1974 computed before provision for income taxes and before any
charges or credits to income by reason of the plan. In 1975, $360,000 of cash payments were charged to
the plan and income and no options or awards were issued under the plan. No options or awards were
granted in 1976.
CBS INC.
Notes to Financial Statements
7. Performance Incentive Plan
In 1974 the shareholders approved the adoption of the Performance Incentive Plan, a long-term
incentive compensation plan. Under the Plan, key employees of the Corporation and its subsidiaries
may be granted “Units” consisting of two elements: (a) an option to purchase one share of common
stock and (b) one “performance share” of common stock. The Plan provides that the value of the
payment with respect to the performance share element shall not be higher than the closing market
price of one share of common stock on the date of grant. The performance criteria and other conditions
subject to which amounts may become payable with respect to the performance share elements of the
Units are based upon such considerations as the Plan Committee of the Board of Directors deems
appropriate and may be different for different classes of participants. The purchase price of each share
of common stock under each stock option included in a Unit is determined by the Plan Committee, but
shall not be less than 100% of the fair market value of such a share on the date of grant. The Plan
Committee is authorized to grant a maximum of 750,000 Units. If payment is not made with respect to
performance share elements of Units previously granted, the Committee’s authority to grant Units
would be augmented by the number of such lapsed performance share elements.
Further information with respect to the Plan is summarized below:

Outstanding December 31, 1975................ ............
Granted ....................................................... ............
Exercised.................................................... ..............
Paid ..............................................................
Term inated.................................................. ............
Outstanding December 31, 1976................ ............

Common
Shares
505,246
140,942
(62,522)
(61,432)
522,234

Options
Exercise
Price
$39,375 to $49,625

Performance
Shares
519,960
140,942

$39,375 to $49,625

$39,375 to $55.25

(125,834)
(34,705)
500,363

Outstanding options are exercisable during various specified periods through March 1980. At the
discretion of the Plan Committee, performance share payments may be made in cash or in shares of
common stock or any combination thereof. Based upon market price, the total outstanding perfor
mance shares at December 31, 1976 were equivalent to 388,167 common shares. The cost of the Plan,
which is being charged to earnings over the period during which the right to receive payment is
earned, approximated $6,248,000 and $7,211,000 in 1976 and 1975, respectively.
CPC INTERNATIONAL INC.
Notes to Financial Statements
Executive Incentive Compensation Program
In 1976 the stockholders approved a revised Executive Incentive Compensation Program. The
revised Program consists of an Annual Plan and a 1976 Stock Option and Performance Plan, both of
which are administered by a Committee of the Board of Directors (consisting of only non-employee
directors).
Awards in 1976 to participants in the Annual Plan, based on various criteria, including the overall
performance of the Company for the year, the performance of individual operating units and the
participants’ individual performances, totaled $2.9 million as compared to awards in 1975 under the
prior plan of $2.3 million. Under the Performance Plan, a four-year Performance Cycle was estab
lished and Performance Units totaling 37,750 units with a maximum fair market value of $45.25 per
unit were contingently allotted to certain officers and key employees payable at the end of the Cycle,
December 31, 1979, based upon the performance of the Company during the Cycle and during each
year within the Cycle measured against criteria established by the Committee. The total accrual in
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1976 for Performance Unit awards amounted to one quarter ($.4 million) of the maximum amount that
could be payable at the end of the Cycle. Payments designated as “Performance Units” made under
the Performance Plan will reduce the number of shares reserved for the 1976 Stock Option Plan which
expires on April 28, 1986 and which replaces the 1970 Stock Option Plan. One million shares of
common stock have been reserved under the 1976 Stock Option and Performance Plan for grants of
options and for Performance Units (which may be paid in cash or in stock at the election of the
Committee). Options granted to purchase common stock of the Company are generally non-qualified
options, exercisable in installments and expiring 10 years from date of grant, except for options
granted in conjunction with the allotment of Performance Units (34,750 in 1976) which are exercisable
in whole or in part during the two-year period following the end of the Performance Cycle.
A summary of transactions during 1976 and 1975 under the 1976 and previous stock option plans is
set forth below:
1975

1976

Balance beginning of year.......................
Granted ....................................................
Exercised ................................................
Lapsed or cancelled.................................
Balance end of year.................................
Shares becoming exercisable..................
Total shares exercisable at end of year.

Option Price
Per Share
$21.75—40.125
45.25
21.75—40.125
25.00—40.125
23.34—45.25

Number
of Shares
Under
Option
239,253
35,750
(42,955)
(2,126)
229,922
45,646
124,379

Option Price
Per Share
$21.75—36.50
40.125
21.75—36.50
25.00—31.125
21.75—40.125

Number
of Shares
Under
Option
237,104
51,200
(46,973)
(2,078)
239,253
44,730
122,406

At December 31, 1976, there were 926,500 shares available for future grants of stock options or
performance units.
DOVER CORPORATION
Notes to Financial Statements
8. Stock Options and Performance Incentive
Program (Adjusted for 2 for 1 stock split):
On April 30, 1974, the stockholders approved a non-qualified stock option plan and performance
incentive program, pursuant to which a maximum aggregate of 600,000 shares has been reserved for
grant to key personnel until February 15, 1984. The option price may not be less than the fair market
value of the stock at the time the options are granted. The period during which these options are
exercisable is fixed by the Company’s Executive Committee at the time of grant but it is not to exceed
ten years.
Transactions in stock options under the plan are summarized as follows:
Shares under option
1976
1975
Outstanding, January 1............................ 54,970 21,030
Granted .................................................... 24,460
36,130
Cancelled ................................................. (5,220) (2,190)
Outstanding, December 31...................... 74,210
54,970
At December 31, 1976, there were outstanding options for 18,520 shares granted in 1974 and
exercisable at $17.88 per share during the two year period ending February 28, 1979, options for
31,810 shares granted in 1975 and exercisable at $15.94 per share during the two year period ending
January 31, 1980 and options for 23,880 shares granted in 1976 and exercisable at $26.88 per share
during the two year period ending January 31, 1981.
Concurrently with the option grant, the Executive Committee may also grant performance
shares which give the optionee the opportunity to earn shares up to an amount equal in number to
those covered by his option or an amount in cash equivalent thereto, conditioned upon the attainment
by the Company of defined cumulative growth objectives covering a period of not less than three fiscal
years. If the market price of the Company’s common stock has appreciated between the time of the
grant and the time of the award, the total value of the performance shares (or payment with respect
thereto) received will not increase, but will be equivalent to the value at the time of grant.
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Performance share transactions are summarized as follows:
Maximum
performance
shares awardable
1976
1975
Outstanding, January 1................ ......... 54,970
21,030
Granted ..........................................
36,130
Cancelled....................................... ......... ( 3,212)
(2,190)
Outstanding, December 31........... ......... 76,218
54,970
At December 31, 1976, the 76,218 performance shares outstanding consisted of 19,570 shares
granted in 1974 (awardable in 1977), 32,652 shares granted in 1975 (awardable in 1978), and 23,996
granted in 1976 (awardable in 1979). In 1976 and 1975 earnings were charged $489,801 and $305,365,
respectively, representing the pro rata portion of anticipated payouts due at the end of the perfor
mance periods.
At December 31, 1976, there were 449,572 shares available for future grant under the stock
option plan and performance incentive program.
The performance goals were achieved with respect to the 19,570 shares granted in 1974 and, by
direction of the Executive Committee, $349,814 was distributed, in cash, in early 1977 to the partici
pants in the program.
• • • •

STOCK OPTION—STOCK APPRECIATION RIGHTS
ALUMINUM COMPANY OF AMERICA
Notes to Financial Statements
G. Reservations of Common Stock
As of December 31, 1976, shares of common stock were reserved for issuance as follows:
Employees’ stock option plans
5¼ percent convertible subordinated debentures
Salaried employees’ savings plan
Future acquisition
Incentive compensation plan

1,286,010
2,231,607
204,762
150,000
140,108
4,012,487

Options on the company’s common stock have been and may be granted at prices not less than 100
percent of market prices on the option dates. At December 31, 1976, options were outstanding at
prices ranging from $28.375 to $54.50 per share. During the year options covering 252,591 shares were
exercised at prices ranging from $28.375 to $48.8334. A summary of the 1976 transactions for shares
under option follows:
Number of shares
Options:
Outstanding December 31, 1975
Granted January 16, 1976
Granted December 16, 1976
Exercised
Expired
Canceled
Outstanding December 31, 1976

850,464
9,900
213,825
(252,591)
(13,448)
(1,000)
807,150

The employees’ stock option plan was amended in 1976, principally to provide for the granting of
stock appreciation right to optionees and to increase by 900,000 the number of shares that may be
issued under the plan. These amendments to the plan are subject to shareholder approval at the
annual meeting scheduled for April 21, 1977. Stock appreciation rights entitle the optionee to surren
der an exercisable option and receive (1) shares of the company’s common stock having an aggregate
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market value equal to the appreciation on such option or (2) cash, or a combination of cash and shares,
having a value equal to such appreciation if so determined by a committee of directors not eligible to
participate in the plan.
The value of stock appreciation rights granted under the plan is reflected in income when such
rights are exercisable. At December 31, 1976, rights related to options for 65,600 shares (option price
of $54.50 per share) were outstanding subject to shareholder approval of the plan as amended.
At December 31, 1976, 478,860 shares (not including the additional 900,000 shares subject to
shareholder approval) were reserved for future options, compared to 688,137 at December 31, 1975.
• • • •

AMERICAN STANDARD INC.
Notes to Financial Statements
Note 9. Employee Stock Plans
Details of shares under option under the Company’s stock option plan at December 31, 1976 and
transactions during the year follow:

Options outstanding, January 1, 1976
Granted
Exercised
Expired or cancelled
Cancelled on SAR exercises
Options outstanding, December 31, 1976
Shares purchasable, December 31, 1976
Shares available for future optoins (including SARs)
January 1, 1976
December 31, 1976

Price
Range
$ 8-$25
24- 28
8- 25
11- 25
11- 25
8- 28

Common
Shares
1,090,375
21,100
(423,345)
(10,075)
(9,925)
668,130
415,194
740,760
729,735

The stock option plan, as amended in 1971, permits the granting of either “qualified” or ten-year
“non-qualified” options (options not enjoying special tax treatment under the United States Internal
Revenue Code) to purchase common stock of the Company.
Until 1973, option grants under the amended plan were either (1) in dual form (alternative
qualified and non-qualified options relating to the same shares), or (2) only non-qualified options
matched with then outstanding qualified options for the same number of shares. Under both forms of
grant the exercise of either the qualified or non-qualified portion reduces the number of shares
exercisable under the other. Beginning in 1973, option grants have been either qualified or non
qualified.
Option exercise prices are the fair market value of the stock at the date of grant. Qualified options
have generally been exercisable in cumulative installments over five years. Most non-qualified options
are exercisable in cumulative installments over the first five years. All non-qualified options are
exercisable in full over the last five years. No option is exercisable in the first year of grant.
Exercise of a qualified option is blocked by an unexpired, higher-priced qualified option previ
ously granted to the same individual, whether or not the option has been cancelled.
The plan, as amended in 1975, permits the grant of “Stock Appreciation Rights” (SARs) with
respect to outstanding stock options or in conjunction with new stock option grants. SARs do not
increase the number of shares purchasable under options but permit the optionee, in lieu of exercising
his option and without payment to the Company, to receive the amount by which the fair market value
on the date of exercise of the stock subject to the option exceeds the option exercise price, not to
exceed $30 per share under existing SAR grants. This amount may be paid in cash, common stock, or a
combination of both, as the committee administering the stock option plan determines. Shares pur
chasable under a stock option are reduced pro tanto to the extent an SAR is exercised and are not
available for future options.
In 1976 SARs were granted with respect to certain non-qualified options for 445,075 shares.
During 1976 SARs were exercised with respect to options for 9,925 shares, the Company delivering
2,111 shares and $63,000 in satisfaction of these rights. At December 31, 1976, 432,150 shares under
outstanding options carried with them related SARs.
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KANE-MILLER CORP.
Notes to Financial Statements
6. Stock Option and Incentive Share Plans
• • • •

The 1976 Stock Option and Stock Appreciation Plan permits the granting of stock options and of
stock appreciation rights in connection with options granted under the 1976 Plan and any other stock
option plan approved by the stockholders. The option price may be less than fair market value. Upon
exercise of a stock appreciation right, an optionee is entitled to receive a number of shares of stock
having an aggregate fair market value equal to the amount of appreciation between the option price
and the market value on the date of exercise or, at the option of the committee that administers the
Plan, to settle such obligations in whole or in part for an equivalent amount of cash. To the extent that
a stock appreciation right is exercised, the stock option relating thereto is deemed to be discharged.
The terms and conditions of options and stock appreciation rights including optionees, option prices,
and the option period will be determined by the committee. No grants may be made subsequent to
December 31, 1986 and options granted will expire no later than 10 years from the date of grant. Not
more than 500,000 shares of the Company’s common stock is issuable under this Plan.
• • • •

OUTBOARD MARINE CORPORATION
Notes to Financial Statements
(10) Common Stock Reserved
Under the provisions of the 1974 Executive Stock Option Plan, at September 30, 1976, 319,651
shares of common stock were reserved for options to officers and executive employees at not less than
100% of the fair market value at date of grant, exercisable not later than five years after date of grant
of qualified options and not later than ten years after date of grant of nonqualified options. At
September 30, 1976, there were qualified and nonqualified options outstanding for 83,700 and 57,600
shares, respectively. At September 30, 1975, there were qualified and nonqualified options outstand
ing for 97,400 and 63,400 shares, respectively. During 1976, qualified and nonqualified options for
27,000 and 63,400 shares, respectively, granted in 1975, became exercisable; options for 13,700 and
2,000 shares, respectively, were exercised, and nonqualified options for 3,800 shares were canceled.
The 1974 Plan permits the inclusion of stock appreciation rights along with either qualified or
nonqualified options. A stock appreciation right entitles the holder to receive in exchange for total or
partial surrender of an option, that number of full shares having an aggregate value substantially
equal to the excess of the then value of one share over the option price, multiplied by the number of
shares as to which the surrender is effected, provided that the Corporation may settle its obligation by
the payment of cash or part cash and part stock in lieu of issuing only stock. At September 30, 1976,
there were outstanding 57,600 stock appreciation rights granted in 1975 in conjunction with grants of
nonqualified options which became exercisable in 1976. During 1976, 1,300 stock appreciation rights
were exercised resulting in the distribution of $11,000 in cash and 349 shares of stock having a market
value of $11,000 ($31.19 per share). Compensation expense, measured by the excess of fair market
value over the option price, is being charged to earnings over a ten-year period beginning with the
date of grant. Unamortized compensation expense of $513,000 at September 30, 1976 is included in
prepaid expenses in the Statement of Consolidated Financial Position.
Under the provisions of the 1967 Executive Stock Option Plan, there were options outstanding at
September 30, 1976 and 1975 for 19,100 shares which are exercisable through April 30, 1978. Options
for 35,250 shares were exercised in 1975. No additional options can be granted under this plan.
A summary of pertinent data with respect to the 1974 and 1967 Plans is as follows:
Option Price
Number
of
Shares
Options outstanding and
unexercised at
September 30, 1976,
granted—
May 1, 1973 (b).....................
May 14, 1974 (c)...................
February 12, 1975 (c)..........
February 12, 1975 (d).........

19,100
57,300
26,400
57,600
160,400

Per
Share

$36.25
17.19
14.70
14.70

Total

$ 692,000
985,000
388,000
847,000
$2,912,000

Market Value (a)
Per
Share

$36.25
17.19
14.70
14.70

Total

$ 692,000
985,000
388,000
847,000
$2,912,000
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Options exercised during the
year ended September
30, 1976, granted—
May 14, 1974 (c)........................
June 24, 1974 (c).......................
February 12, 1975 (c)...............
February 12, 1975 (d)..............

11,100
2,000
600
2,000
15,700

$17.19
17.95
14.70
14.70

$ 191,000 $26.56-35.25 $ 352,000
36,000
33.50
67,000
9,000
33.88
20,000
29,000
33.19
66,000
$ 265,000
$ 505,000

(a) At date of grant or date exercised, as indicated.
(b) 1967 Plan qualified options.
(c) 1974 Plan qualified options.
(d) 1974 Plan nonqualified options with accompanying stock appreciation rights.
The excess of proceeds over par value of common stock issued of $271,000 in 1976 and $486,000 in
1975 has been added to capital in excess of par value of common stock.
The effect of outstanding options on the computation of net earnings per share of common stock is
insignificant.
XEROX CORPORATION
Notes to Financial Statements
Stock Option and Long-Term Incentive Plans
The Company has an executive long-term incentive plan approved by shareholders in 1976 under
which approximately 3,700,000 shares of common stock were reserved for issue. These shares include
approximately 2,000,000 shares reserved under the 1973 plan. Under the 1976 plan eligible employees
may be granted incentive stock rights, non-qualified stock options, stock appreciation rights and
performance unit rights.
There are outstanding non-qualified and qualified options and stock appreciation rights under
prior plans. These are similar in nature to comparable awards under the 1976 plan. There are also
outstanding options under a merger agreement. No options were granted under plans of acquired
companies subsequent to the dates of acquisition. With the adoption of the executive long-term
incentive plan in 1976, no further options will be granted under prior plans.
Incentive stock rights entitle the employee to receive, without payment to the Company, shares
of common stock in consideration for services performed during specified incentive periods ranging up
to five years from the date of grant. The compensation expense of incentive stock rights is equivalent
to the fair value of the common stock on the date of grant.
Non-qualified options are granted for the purchase of common shares at not less than 100% of the
fair value of the common stock on the date of grant. Non-qualified options may be exercised within
seven or ten years from the date of grant and are exercisable in installments varying from 20% to 25%
per year after a specified waiting period. Qualified options, which were granted for the purchase of
common shares at not less than 100% of the fair value of the common stock on the date of grant, may be
exercised within five years from the date of grant, and are exercisable in installments of 20%, 30% and
50% per year after a one- or two-year waiting period.
Stock appreciation rights, which relate to specific non-qualified options, entitle the employee to
receive, without payment to the Company, the value of the stock appreciation right in cash, shares of
common stock, or a combination of the two at the Company’s discretion, in lieu of exercise of the
option. The value of the stock appreciation right is related to the increase in market value of the
Company’s common stock. Stock appreciation rights become exercisable and expire on the same dates
as the related options.
Performance unit rights entitle the employee to receive the value of the performance unit in cash,
shares of common stock, or a combination of the two at the Company’s discretion. The value of a
performance unit is determined by a formula based upon the achievement of specific performance
goals. When granted in conjunction with a non-qualified stock option, payment of the performance unit
right is in lieu of exercise of the option. Performance unit rights are payable at the end of a three- or
five-year award period.
During 1976, 436,000 incentive stock units were granted with an average value of $54; 2,000
incentive stock units were cancelled and none vested during the year. During 1976, 483,000 perfor
mance units were granted with a maximum unit value of $26; 1,000 performance units were cancelled
during the year. No cash payments or share distributions were made during 1976 relating to the
performance unit rights
A summary of option and stock appreciation right transactions under all plans during 1976 and
1975 is shown below:
56

Non-Qualified Options
(Shares in thousands)
Outstanding at beginning
of year
Granted
Cancelled
Exercised
Outstanding at end of year

1976

1975

2,469
334
(164)
(13)
2,626

2,423
188
(142)
—
2,469

Stock Appreciation
Rights
1975
1976
1,312
124
(59)
—
1,377

1,188
179
(55)
—
1,312

Qualified Options
1976
573
—

(362)
(4)
207

1975
859
6
(197)
(95)
573

Initially exercisable during
the year

453

445

244

209

42

167

Exercisable at end of year

1,146

767

622

396

199

520

Average price of outstanding
options and rights

$

90

$

95

$ 111

$ 117

$140

$121

Average price of exercises
Xerox Corporation
Acquired companies

$
$

58
22

$
$

-

$
$

$
$

$ _
$ 18

$ 68
$ 12

Average market price at
dates of exercise

$

62

$

-

$ 60

$ 51

-

$

—

The number of shares issuable under outstanding options and rights is 3,078,390 because non
qualified and qualified options and rights which have been granted concurrently will be proportion
ately reduced in relation to the options or rights which are exercised. Compensation expense related
to incentive stock, performance unit and stock appreciation rights is charged to income over periods
earned and amounted to $9,771,000 in 1976.
The number of shares available for grant of options or rights under all plans at the end of the year
was: 1976—1,281,264; 1975—430,280; and 1974—537,458.

STOCK OPTION—TERMINATED PLAN
J.W. MAYS, INC.
Notes to Financial Statements
5. Stock Options:
The 1966 Qualified Stock Option Plan provided for granting options to officers and key employees
to purchase an aggregate of 215,319 shares of common stock at option prices equal to the fair market
value at date of grant. Options are exercisable for periods not longer than five years from the date of
grant. No stock options were granted or outstanding during the years ended July 31, 1976 and 1975.
Such plan was terminated by its provisions as of July 31, 1976.
MOOG INC.
Notes to Financial Statements
(8) Stock Option and Stock Purchase Plans
• • • •

The Company’s employee stock purchase plan adopted in 1971 expired February 1, 1976. The plan
provided for the sale of up to 85,000 shares of the Company’s common stock at 85% of the market
price at time of sale. During 1976, 8,003 reacquired shares having a market value of $74,406 were
sold for $63,245; during 1975, 25,442 reacquired shares having a market value of $224,358 were
sold for $190,704.

STOCK PURCHASE
CONTROL DATA CORPORATION
Notes to Financial Statements
G. Executive Stock Purchase Plan and Employee Stock Option Plans
In May 1975 850,000 shares of common stock were reserved for purchase by key executives of the
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Company and its subsidiaries pursuant to the Company’s Executive Performance and Retention Plan.
The shares are sold at a purchase price equal to the closing market price on the day preceding the date
shares are offered to the key executives, with 788,500 shares issued under the plan through December
31, 1976. The purchase price is payable to the extent of $1 per share in cash or prior service credits and
the balance by an interest-bearing promissory note which matures June 30, 1985. The plan provides
for performance incentive credits (based on tenure to June 30, 1985 and attainment by the Company of
cumulative performance goals through 1979) to be applied against the unpaid principal balance of the
notes. Through December 31, 1976, a total of $1,500,000 ($1,285,000 in 1976 and $215,000 in 1975) of
credits have been accrued and charged to earnings pursuant to both tenure and performance goal
portions of the plan.
• • • •

CROWN INDUSTRIES, INC.
Notes to Financial Statements
Note 7—Shareholders’ equity:
Stock
Common stock
Par purchase
Shares
Value warrants
Balance at September 30, 1974................ 824,991 $329,996
Purchase of common stock........................
Receipt of common stock upon settlement
of terms of “International” acquisition .
Balance at September 30, 1975................ 824,991 329,996
Purchase of common stock........................
Cancellation of treasury stock..................(( 89,469) ( 35,787)
$14,592
Sale of stock purchase warrants...............
Balance at September 30, 1976................ 735,522 $294,209 $14,592

Capital in Treasury stock
excess of
par value Shares
Cost
$545,072
$1,992,943 74,599
25,133
5,944
4,741
16,390
2,009,333 85,284
4,185
( 591,882) (89,469)
$1,417,451

—

36,540
606,745
20,924
( 627,669)
—

On January 23, 1976, the Company’s shareholders approved the offering of warrant securities
under the ““1975 Warrant Placement.” The warrants provide for the purchase of up to a maximum of
52,000 shares of the Company’s common stock at a price no less than the fair market value at the date
of issuance and may be sold at fair market value to certain officers and key employees of the Company
and its subsidiaries. The warrants are exercisable at various times after September 1, 1979 through
September 1, 1987 at which time all outstanding warrants would be void. A holder’s right or interest
under a warrant may not be assigned, pledged or transferred, except by will or intestacy upon death
of the holder. At September 30, 1976 there were 47,750 stock purchase warrants outstanding, each of
which provides for the purchase of one share of the Company’s common stock at $4,375 per share.
• • • •

GELCO CORPORATION
Notes to Financial Statements
J. Common stock:
• • • •

In May 1976, the Company adopted a nonqualified employee stock purchase plan and reserved
100,000 shares of common stock for issuance thereunder. Under the plan, non-union full time U.S.
employees are given the opportunity to designate up to 10% of their annual income to be withheld,
through payroll deduction, for the purchase of common stock at 85% of the lower of the market price at
the date of entry into the plan or date of termination of the plan, May 12, 1978.
GILFORD INSTRUMENT LABORATORIES INC.
Notes to Financial Statements
8. Employee Stock Purchase Plan
On August 1, 1974, the Company adopted a stock purchase plan and reserved 85,000 shares of
common stock for sales to employees. Eligible employees may contribute up to 10% of their base
compensation and the Company will contribute 25% of the amount contributed by the employee.
Periodically, shares of the Company’s common stock are issued from authorized but unissued shares or
purchased in the open market. The Board of Directors reserves the right to amend or terminate the
plan at any time.
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THE HOTEL INVESTORS
Notes to Financial Statements
7. Capitalization
••••

Share Purchase Plan: Under the Share Purchase Plan adopted by the shareholders on December
20, 1972, 25,000 shares of beneficial interest were reserved for sale to Trustees and officers of THI,
and certain employees of the Advisor at the fair market value of the shares at the time the right to
purchase is granted. A purchaser of the shares pays a cash down payment of 5% of the purchase price
and executes a promissory note (without recourse to the purchaser) for the balance. The note bears
interest at the prime rate on the date of execution with 35% of the note payable in 28 equal quarterly
installments of principal and interest; the balance of principal and interest is due seven years after the
date of execution of the note. Any dividends paid on shares purchased under the Plan are applied to
reduce any amount due on the purchase. During 1976, rights to purchase 3,000 shares at $10.00 per
share were granted to a Trustee and officer of THI and 3,000 shares issued in 1973 were surrendered
and returned to the Plan. Notes executed for these purchases bear interest at 7% and 7 1/4% per
annum and are due from 1980 through 1982. As of August 31, 1976, 24,970 shares had been purchased
under the Plan.
• • • •

RANCO INCORPORATED
Notes to Financial Statements
Note 8. Employee Stock Purchase Plan:
Commencing July 2, 1973, an Employee Stock Purchase Plan, approved by the Board of Directors
and shareholders, became effective for an initial two-year term. During 1975 an additional two-year
term was approved by the Board of Directors commencing July 2, 1975 with common shares issuable
on July 2, 1977. The option price equals the lower of 90% of the market value on the commencement, or
termination dates (or mid-point or termination dates for employees participating on the first anniver
sary of the commencement dates) of the Plan. Employees participate in the Plan through payroll
deductions (up to a maximum of 10% of base pay) and have the right to withdraw from the Plan at any
time before common shares become issuable. In July 1975, 22,599 common shares were issued to
participating employees at an option price of $7.65 per share. Accordingly, the shareholders’ equity
captions common shares and additional capital for the year ended September 30, 1975 were increased
by $56,000 and $117,000, respectively. The Company has reserved 77,401 unissued common shares for
sale to domestic employees participating in the additional term.
ROHR INDUSTRIES, INC.
Notes to Financial Statements
Note 10—Stockholders’ Equity
• • • •

At July 31, 1976, capital stock was reserved for:
Common
Stock
202,913
528,745
317,313
267,750
14,425
1,331,146

Conversion of preferred stock
Conversion of 1986 debentures
Exercise of stock options
Restricted stock plans
Other•

Preferred
Stock

12,500
12,500

• • • •

The Company has four restricted stock plans authorizing the issuance of 520,000 shares of com
mon stock. Rights to purchase common stock under the plans are granted to key employees of the
Company by the Restricted Stock Plan Committee of outside directors. The Committee also deter
mines the purchase price of the shares of common stock which is usually less than fair market value at
the date of grant but not less than the par value of the shares sold.
Full cash payment of the purchase price is required at the time the shares are sold. Shares of
common stock purchased by an employee are placed in escrow and are subject to restrictions as to sale
or disposal. These restrictions lapse in installments at the rate of 20% a year commencing on the fifth
anniversary of the date of purchase. If the employee fails to comply with the restrictions relating to his
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continued employment, the Company has the option, under certain circumstances, to repurchase the
restricted shares at the employee’s original cost. However, the Company’s certificate of incorporation
precludes such repurchase so long as preferred dividends are in arrears.
Prior to Fiscal 1976, 254,350 shares of common stock were issued under the plans. During 1976,
10,700 shares were forfeited and repurchased by the Company and no shares of common stock were
issued under the plan. At July 31, 1976, 267,750 shares were available for grant under the plans. The
excess of the fair market value of such shares at the date of sale over the purchase price, which is
considered to be compensation, is being provided for in the accounts ratably over a 10-year period.

STOCK PURCHASE—TERMINATED PLAN
REPUBLIC CORPORATION
Notes to Financial Statements
Note 5. Employee Stock Option and Purchase Plans
••• •

Under a Restricted Stock Purchase Plan adopted in 1969 and amended in 1971, employees of the
Company and its subsidiaries could have purchased up to 100,000 shares of common stock at a price
not less than par value. Shares acquired under the Restricted Stock Purchase Plan vested at the rate
of 20 percent a year and were subject to certain restrictions on disposition thereof and specified
requirements as to continuing employment. During 1976, no shares were awarded and 800 shares
were repurchased from terminated employees. Shares issued under the Restricted Stock Purchase
Plan were recorded at current market price as of the date of purchase. Any excess of market price
over the proceeds received on shares issued by the Company was deferred ($88,000 and $169,000 at
July 31, 1976, and 1975, respectively) and is being amortized as compensation expense ratably over
five years as the restrictions lapse. On January 1, 1975, the Restricted Stock Purchase Plan expired.
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IV
CASH PAYMENTS

Business enterprises commonly compensate employees with the payment of cash under a
variety of plans other than pension plans. Some plans make the amount of the payment a function
of the profits of the company, but under other plans the payment amount is only indirectly related
to profits. The only authoritative pronouncement on accounting for cash-payment types of plans is
APB Opinion No. 12, which deals with deferred compensation contracts. The Opinion requires the
estimated amounts to be paid under each contract to be accrued over the period of active employ
ment from the time the contract is entered into, unless it is evident that future services expected
to be received by the employer are commensurate with the payments or a portion of the payments
to be made.
Sixty-six examples are presented of the accounting for employee-benefit plans apparently
involving the payment of cash but not the issuance of company stock to employees. A plan was
assumed not to involve the issuance of stock if the issuance of stock was not specifically men
tioned. The examples are classified according to the terms used by the company to describe the
plan.

BONUS
THE AMERICAN SHIP BUILDING COMPANY
Notes to Financial Statements
16. Incentive Compensation Plan:
The Company maintains an Incentive Compensation Plan administered by the Compensation &
Stock Option Committee, composed of three outside members of the Board of Directors. Under the
terms of the Plan, certain employee directors, officers and key employees of the Company and its
subsidiaries may be granted bonuses, in guideline amounts, based upon such person’s job classification
grade, ranging from 15% to 45% of such person’s base salary. The payment of such bonuses is
dependent upon the achievement of certain objectives established by the Board of Directors relating
primarily to return on investment, sales revenue, investment in inventory, investment in receivables,
and net income. These guideline bonuses may be adjusted upward or downward, depending upon
overall corporate performance, subsidiary or division performance, or individual performance.
The amount charged to expense and credited to the Reserve in any given year shall not exceed
the lesser of (a) 8% of the excess of pretax earnings from continuing operations over 12% of sharehold
ers’ equity at the beginning of the year; or (b) the amount required to bring the year-end balance in the
Reserve to twice the total of guideline awards for eligible participants for that year. For the fiscal
years ended September 30, 1976 and September 27, 1975, the aggregate amount added to the Reserve
and charged to expense for such bonuses was $473,000 and $188,000, respectively; and the amount
awarded to such persons for such years was $323,000 and $204,000, respectively.
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BACHE GROUP INC.
Notes to Financial Statements
10. Pension and Incentive Compensation Plans:
• • • •

The Company’s Management Incentive Compensation Plan provides for bonus payments ag
gregating 15% of earnings (before income taxes) between $10,000,000 and $30,000,000 and 7.5% of
such earnings between $30,000,000 and $40,000,000.
DAYLIN, INC.
Notes to Financial Statements
Note 12—Commitments and Contingencies
• • • •

The Company has entered into a three year employment agreement effective October 20, 1976
with Mr. Sigoloff, the Company’s President and Chief Executive Officer, which provides for an annual
basic salary of $190,000, $200,000 and $210,000 respectively for the three years, an initial cash bonus
of $100,000, annual cash bonuses of $50,000 during each year of the agreement so long as the Company
makes its required payments on the notes to be issued under the Plan of Arrangement and for the
issuance to Mr. Sigoloff of 344,533 shares of the Company’s Common Stock, one half of which vests
upon issuance and the balance of which vests in April, 1979. One half of the estimated fair value of such
shares was charged to income in 1976 and the balance ($129,000) is reflected as deferred compensation
and deducted from shareholders’ equity. The Company has agreed to grant Mr. Sigoloff certain
demand and incidental registration rights with respect to the shares.
EDS NUCLEAR, INC.
Notes to Financial Statements
Employee Incentive Plans:
The Company has a profit-sharing plan for all eligible employees and a bonus plan for officers and
key employees. Effective for the year ended September 30, 1976, the Board of Directors has deter
mined that the amount of the Company’s contribution to its profit-sharing and bonus plans will be 8%
of the Company’s pretax profit excluding interest and before consideration of the contribution. The
percentage set by the Board for the year ended September 30, 1975 was 8.3%. Amounts charged to
operations under the plans were $310,000 in 1976 and $282,000 in 1975.
GENERAL EMPLOYMENT ENTERPRISES, INC.
Notes to Financial Statements
Note F—Management Compensation Plan:
The Company has a profit improvement bonus plan, whereby certain key employees (including
certain officers) are paid a bonus if revenues and pre-tax income (as defined) exceed specified
amounts. No additional compensation was provided for in fiscal years 1976 and 1975 as defined plan
criteria were not attained.
GLOBE-UNION INC.
Notes to Financial Statements
Pension and Supplementary Compensation Plans
• • • •

An Executive Supplementary Compensation Plan provides a bonus for officers and key
employees based on consolidated pretax income of the Company and its subsidiaries. Charges to
expense under this plan amounted to $1,023,000 in 1976 and $507,000 in 1975.
KAIBAB INDUSTRIES
Notes to Financial Statements
(9) Officers’ and Employees’ Bonus Plans:
The officers’ bonus plan is based on a net earnings per share formula whereby certain officers
receive either (a) $150 for each cent per share earned up to sixty-five cents per share, or (b) $10,000 for
the first sixty-five cents per share earned, $225 for each one-cent of earnings over sixty-five cents per
share up to the level of the previous year’s earnings per share and $300 for each one-cent thereafter.
The officers’ bonus expense in 1976 was $25,500 and none in 1975.
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Key employees and certain officers are paid bonuses based on an evaluation of individual perfor
mance. Employee bonus expense was $145,913 in 1976 and $67,338 in 1975.
NEXUS INDUSTRIES, INC.
Notes to Financial Statements
(11) Employment Contracts:
The Company has employment contracts with certain officers and key employees which expire
through 1980. In addition to providing fixed salaries, certain of these contracts provide for cost of
living increases and incentive bonus payments based on the pretax operating profits of the various
entities. For the year ending July 31, 1977, the Company is committed to pay minimum salaries of
approximately $600,000 under these contracts. Incentive bonuses earned during the year ended July
31, 1976, four months ended July 31, 1975 and year ended March 31, 1975 were $483,000, $433,000 and
$53,000, respectively.
These incentive bonuses, which are included in other accrued liabilities in the accompanying
balance sheets, are generally payable in the January subsequent to the end of each fiscal year.
RIEGEL TEXTILE CORPORATION
Notes to Financial Statements
4.

Employee Benefit Plans:
• • • •

The Company has a management incentive bonus plan that covers officers and key employees of
the Company and its subsidiaries. This plan allows for maximum payments of up to 10% of income
before income taxes (as defined) if net income is equal to at least 4% of stockholders’ investment at the
end of the preceding year. Bonus expense accrued with respect to this plan amounted to $1,003,000 in
1976 and $773,000 in 1975.
• • • •

SHAKLEE CORPORATION
Notes to Financial Statements
Note 7—Pension and Profit-Sharing Plans
• • • •

Key employees of the company are eligible to participate in a bonus pool, the amount of which will
not exceed 5% of the company’s first $1,000,000 of profit after certain adjustments, 4% of the next
$1,000,000 and 3% thereafter. The Compensation Committee of the Board of Directors determines the
amount of the bonus pool and the allocations to the individuals. Bonus expenses for 1976 and 1975,
were $530,000 and $225,000, respectively.
• • • •

DEFERRED COMPENSATION—ONE OFFICER
FABIEN CORPORATION
Notes to Financial Statements
7. Officer’s Deferred Compensation Payable:
The former president, Mr. Louis Ostrowe, had an employment contract deferring 2% of the
earnings of the corporation before deduction for federal income taxes. The deferred compensation is
payable in future years or after retirement. The amount set aside for this year amounted to $1,938.
Total amount set aside amounts to $51,395 to be paid in the future. This contract would have termi
nated July 31, 1977; by mutual consent with the Board of Directors, Mr. Ostrowe’s contract was
cancelled as of August 3 1 , 1976. The new president, Mr. Joseph Canavan, does not at present have any
deferred income agreement although such an arrangement may be negotiated in the immediate future.
PAT FASHIONS INDUSTRIES, INC.
Notes to Financial Statements
Note L—Commitments, Contingencies and General Comments:
• • • •

The Company has employment contracts extending up to five years with seven executives calling
for total annual compensation of $436,000. Two of these contracts provide for additional compensation
equal to 5% of income, before income taxes, in excess of $500,000. One of these latter contracts provide
for $40,000 of deferred compensation each year for a maximum of five years.
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OEA. INC.
Notes to Financial Statements
(12) Employment Agreement
The Company has an employment agreement with its President, Mr. Kafadar, dated July 8,
1975, providing for his full-time active service until July 13, 1985, although terminable for any reason
by the Board of Directors at any time after July 31, 1980. During such period of employment, Mr.
Kafadar shall be compensated at his base salary plus such bonus or additional compensation as may be
established from time to time by the Board of Directors. The agreement further provides lifetime
retirement compensation for Mr. Kafadar if his employment is terminated for any reason, equal in
amount to 70% of the average of his last three years’ total compensation paid by the Company,
reduced by one-half of his primary social security benefit, by the full amount of his benefits received
under the OEA Employees’ Profit Sharing Plan and Trust (amortized over a ten year period), and by
the net income received, if any, from any qualified pension, thrift, stock, bonus, or other benefit plan
which may be adopted by OEA or any of its subsidiaries. In the event Mr. Kafadar predeceases his
wife, the agreement provides for payments to her during her lifetime in an amount equal to 60% of the
retirement compensaion which Mr. Kafadar would have received thereunder.
In 1976, the Company accrued $100,000 as deferred compensation which is the annual estimated
liability to be accrued during Mr. Kafadar's full-time service until July 13, 1985.

RESERVE OIL AND MINERALS CORPORATION
Notes to Financial Statements
(8) Deferred Compensation Plan
The Company and the Company Chairman have entered into a deferred compensation agreement
which provides for annual payments of $30,000 upon disability or retirement for the life of the
Chairman or his surviving spouse. The expense for the plan was $60,000 for 1976 and 1975.

SOUTHWEST AIRLINES CO.
Notes to Financial Statements
5. Deferred Compensation
A deferred compensation agreement with the President of the Company adopted by the Board of
Directors on October 29, 1974, obligates the Company to accrue for the benefit of the President, in
addition to his regular salary, deferred compensation of $250,000 over the five-year term of his current
agreement ending September 30, 1979, or five percent of the net pretax earnings of the Company (as
defined by the agreement) whichever is lower, for the period October 1, 1974 through September 30,
1979. During 1976, $50,000 was accrued and charged to operations in connection with this agreement.
Total deferred compensation, including amounts pursuant to a prior agreement, will be paid at a
rate not to exceed $50,000 per year, commencing in the year following termination of the President’s
employment with the Company. Until such time as this deferred compensation is paid, the Company is
accruing interest at the rate of 7% compounded annually on the unpaid balance beginning October 1,
1974 on the prior agreement and October 1, 1975 on the current agreement. During 1976 the Company
accrued $12,124 pursuant to this agreement.

THREE D DEPARTMENTS, INC.
Notes to Financial Statements
Note 8—Deferred Compensation and Employment Agreements
The company has an unfunded deferred compensation agreement with an officer, providing for
payments of $20,000 annually for ten years after retirement at age 65, or upon death, and for reduced
payments during said period upon disability prior to age 65. Such liability is being accrued over the
term of active employment.
An eight-year employment contract with an officer of the company, which expired on July 31,
1976, has been extended on the same terms for an additional five year period. Under the agreement
the company is obligated to pay annual compensation of $90,000 and, in the event of death, to pay an
amount equal to two years’ salary in installments over a two-year period.
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DEFERRED COMPENSATION—MORE THAN ONE OFFICER
ALBA-WALDENSIAN INC.
Notes to Financial Statements
Note H—Deferred Coompensation:
During 1974, 1975 and 1976 the company adopted deferred compensation plans providing that a
portion of certain employees salaries are deferred in exchange for aggregate annual payments of
$55,000 per year, for ten years certain, upon their retirement, disability or death. The company
currently is accruing this liability, on a level basis, over the remaining periods of employment. The
company’s expense for the year 1975 was $13,080 after providing for future income tax benefits of
$13,600. The expense for 1976, based on the plans currently in effect, is $19,717 after providing for
future income tax benefits of $20,600.
These commitments have been informally funded with life insurance contracts on the individuals
concerned. The contracts have a face value equal to the aggregate payments due upon retirement,
disability or death, and increased in cash value $2,605 and $25,558 in 1975 and 1976, respectively.
BEELINE FASHIONS INC.
Notes to Financial Statements
4. Commitments
The Company has entered into deferred compensation agreements with certain officers providing
for periodic future payments aggregating $575,000. The Company is currently providing ($114,000 in
1976 and $180,000 in 1975) for such payments over the period of their active employment. The related
liability is included in current liabilities in the accompanying financial statements.
The Company has entered into an agreement with an officer which provides for consulting
services to be rendered by him for a period of five years following his active employment at an annual
compensation of $60,000. No amounts have been provided in the accompanying financial statements
since the agreement provides for future services.
CONSOLIDATED REFINING CO. INC.
Notes to Financial Statements
4. Deferred Compensation
Under the terms of current and former employment agreements, the Company’s chairman and
the estate of the Company’s former president each will receive $250,000 payable in ten equal annual
installments from the date of his termination. Of the total amount accrued under these agreements,
$25,000 is included in current liabilities (accrued expenses).
DESERET PHARMACEUTICAL COMPANY, INC.
Notes to Financial Statements
5. Commitments and Contingent Liabilities
• • • •

The Board of Directors has approved a deferred compensation plan for two officers which pro
vides that upon retirement, death, termination by the Company, or certain other conditions, each will
receive $35,000 annually for ten years. The Company is providing for the payments by charges to
income over the remaining years to retirement of the officers and has accrued $72,263 to August 31,
1976.
• • • •

DUPLEX PRODUCTS INC.
Notes to Financial Statements
Note D—Deferred Compensation Plan
Certain officers and key employees are participants in a deferred compensation plan providing
fixed benefits payable in equal monthly installments for ten years upon retirement or death. The
company recognizes the cost of this plan over the projected service lives of participating employees.
Although not required to do so by the agreement, the company has insured the lives of certain
participants for amounts sufficient to discharge its obligations thereunder.
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JOHN FLUKE MFG. CO., INC.
Notes to Financial Statements
Note 8—Employee Benefit Plans
The Company has a deferred compensation plan for key executives providing for periodic pay
ments upon retirement. Operations for the years ended September 30, 1976 and 1975 were charged
$50,000. All contributions to the plan remain the property of the Company until paid to the partici
pants. It is the policy of the Company to invest these amounts to fund the plan.
••••

McCORD CORPORATION
Notes to Financial Statements
Note C—Long-Term Liabilities
Long-term liabilities at August 31, 1976 and 1975 comprised the following:
1976
Long-term debt:
6¼% note to insurance company, due in 1977..........
6% mortgage note to bank, payable $7,880 monthly,
including interest.......................................................
Industrial development revenue bond financing due
July 1, 1986, 7% interest payable semi-annually...
Lease-purchase obligations and other........................
Less current portion....................................................
Net long-term debt......................................................
Deferred compensation....................................................
Total .........................................................................

$

5,000

1975
$

70,000

560,000

619,000

2,000,000
390,000
2,955,000
122,000
2,833,000
156,000
$2,989,000

455,000
1,144,000
179,000
965,000
—
$ 965,000

—

••••

Deferred compensation represents the non-current portion of awards payable within three years
after a compensation plan which became effective in 1976.
••••

NEWCOR, INC.
Notes to Financial Statements
E. Deferred Compensation Benefits:
At October 31, 1976, certain employees were entitled to receive in the future deferred compensa
tion payments, aggregating $238,000. The discounted present value of the obligation, $118,000, is
included among noncurrent liabilities.
PAY LESS DRUG STORES
Notes to Financial Statements
Note 9—Executive Incentive Benefit Plan:
In 1976 the Company adopted the Executive Incentive Benefit Plan under which certain key
employees are provided with life insurance coverage during the terms of employment and specified
deferred compensation benefits upon retirement. Under the terms of the Plan, the covered employees
generally pay a portion of the annual premiums on whole life insurance policies equal to the cost of
term life insurance coverage. The Company pays the remaining premiums, which amounted to
$114,000 during 1976.
ROYAL BUSINESS FORMS, INC.
Notes to Financial Statements
Note 3—Deferred Compensation
The Company has an unfunded deferred compensation plan providing retirement benefits for key
employees. The deferred compensation expense for the year ended August 3 1 , 1976 was $17,368 which
is the present value of the retirement benefits computed at the balance sheet date.
The plan does not qualify under the Internal Revenue Code, and therefore tax deductions are
allowable only when and as benefits are paid. Appropriate provision has been made for prepaid taxes
associated with the deferred compensation liability.
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U.N.A. CORPORATION
Notes to Financial Statements
6. Deferred Compensation
The cost of the company’s deferred compensation plan for certain key employees was $6,000 in
1976 (net of forfeitures) and $28,000 in 1975. The company is presently funding the cost of the plan
through the purchase of deferred variable annuity contracts and ordinary life insurance.

DEFERRED COMPENSATION—UNITS
HOUSTON NATURAL GAS CORPORATION
Notes to Financial Statements
8. Deferred Compensaion Plan
HNG has a deferred compensation plan which provides for the issuance of 700,000 deferred
compensation units to certain key executive officers of HNG or its subsidiaries. Each unit entitles the
holder thereof to receive annually an amount equal to the annual cash dividend on a share of common
stock. In addition, the holder will receive a benefit on each unit measured by the excess, if any, of the
fair market value of HNG’s common stock on the date of holder’s retirement or death over the fair
market value of such stock on the date the unit was granted. The benefit is scaled down in case of early
retirement. Liability of HNG under this plan is determined by a method designed to allocate to
expense annually a portion of the difference between the fair market value of the units at the date of
grant and the fair market value of the units at the date of holder’s retirement or death. 629,500 units
have been granted as of July 31, 1976. The effect of this plan on net income to July 31, 1976 is not
material.
JOHNSON & JOHNSON
Notes to Financial Statements
Note 9 Certificates of Extra Compensation
The Company has a deferred compensation program for senior management and other key per
sonnel. The value of units awarded under the program is related to the asset value and historical
earning power of the Company’s common stock. Amounts earned under the program are payable only
after employment with the Company has ended.
KOPPERS COMPANY, INC.
Notes to Financial Statements
9. Deferred Compensation Plan
The Company has a Deferred Compensation Plan approved by the Board of Directors and ratified
by the shareholders for officers and other key employees under which an aggregate of 800,000 units
(adjusted for the 2-for-1 stock split) may be outstanding at any one time. Operating expense has been
charged with $1,225,000 and $810,000 in providing for the benefits accrued during 1976 and 1975,
respectively.
ROWE FURNITURE CORPORATION
Notes to Financial Statements
Note 4—Deferred Compensation Plans
Under the 1971 Executive Incentive Compensation Plan, the Board of Directors may make
awards, subject to certain limitations, to key employees of the Company, or of any of its wholly-owned
subsidiaries. The plan is composed of two parts as follows:
Part 1 Incentive Stock Units—While common stock will not be issued, benefits are: (1)
related to the increase of the market value of the common stock over the value of units at date
of award, and (2) the market value of additional units (dividend equivalents credited on units
and converted at year end). Awards amounted to 6,500 units at $4.91 per unit in 1976 (for
November 30, 1975) and 10,000 units at $4.79 per unit in 1975 (for November 30, 1974).
Part II Deferred Compensation Awards—Awards under Part II are fully vested at date
awarded and are payable over ten annual installments following the year of termination of
employment. There were no awards made for 1976 or 1975.
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The Company has deferred compensation agreements with key employees in amounts ranging
from $50,000 to $250,000. The employees become 50% vested at age fifty-five and vest an additional
5% each year thereafter, except there is no vesting upon voluntary termination of employment. An
employee is 100% vested upon involuntary termination if he has completed 15 years of service and his
age plus years of service with the Company equals the sum of 60. Vested benefits are payable in 120
monthly installments. Life insurance contracts have been purchased which may be used to fund these
agreements. The charges to expense are based on the present value method.
The following summarizes the charges to expense in connection with the above plans for the years
ended November 30, 1976 and 1975:
1976
($ 2,000)
—
203,000
$201,000

Part I Incentive Stock Units
Part II Deferred Compensation Awards
Deferred Compensation Agreements
Total charged to expense

1975
$ 2,000
—
64,000
$66,000

MISCELLANEOUS TYPES OF PLANS BASED ON PROFITS
BROWNING-FERRIS INDUSTRIES, INC.
Notes to Financial Statements
Note 5. Commitments and Contingencies
• • • •

The Company has a Corporate Management Incentive Compensation Plan (“Incentive Plan”) for
its corporate officers, who may also be directors. The Incentive Plan is administered by the Compen
sation Committee of the Board of Directors and provides for the establishment of a fund in those years
in which certain specified improved profit performance is achieved by the Company, from which fund
cash payments may be made to participants. No compensation was awarded for fiscal 1976 pursuant to
the Incentive Plan. Approximately 15 officers and directors of the Company could participate in any
award made under the Incentive Plan for fiscal 1977. The Company has employment contracts with
three officers and directors with aggregate annual compensation of $312,500. Under the terms of one
of these agreements, one officer may borrow up to 50% of compensation payable during the remaining
term of the agreement as an advance against future earnings.
• • • •

CHURCH’S FRIED CHICKEN, INC.
Notes to Financial Statements
6. Incentive Compensation Program
Substantially all management personnel (including store managers) participate in an incentive
compensation program based upon various measurements of achievement, including sales and earn
ings performance of the retail stores and operating divisions, as well as overall corporate earnings
Compensation paid under the program is in addition to the employees’ base salaries. The amount
charged to expense under the program totaled approximately $2,341,000 and $1,535,000 for the years
ended December 26, 1976 and December 28, 1975, respectively.
HOUDAILLE INDUSTRIES, INC.
Notes to Financial Statements
G. Extra-Compensation Plan:
The stockholders approved an Extra-Compensation Plan for “key employees” effective January 1,
1957. Under the plan, the maximum extra compensation which may be awarded for any one year shall
be 6% of the Income Before United States and Canadian Taxes on Income, before the provision for
extra compensation and after deducting 5% of the total Stockholders’ Interest as of the preceding
December 31, plus any unawarded balance carried forward from prior years.
In 1976, the maximum provision allowed under the plan was $2,435,043; however, the Compensa
tion Committee recommended and the Board of Directors approved a provision and an award of
$1,699,710. The difference of $735,333 remained in income. In 1975, the maximum provision was
$1,631,858, but the amount provided and awarded was $1,313,000.
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Included in the consolidated balance sheet under “Accrued payrolls, compensation, and related
items,” are $1,383,880 and $1,171,430, which represent the unpaid portions of prior and current years’
awards for 1976 and 1975, respectively, which are payable in cash during 1977 and 1976, respectively.
The remainder of the awards payable in the future under the earning out provisions of the plan and the
unawarded balance carried forward from prior years, are included under “Other Liabilities—Deferred
compensation plans”.

KIMBERLY-CLARK CORPORATION
Notes to Financial Statements
Note 10. Management Achievement Award Program
The Management Achievement Award Program provides a formula for measuring the perfor
mance of key employees, including officers, against specific goals established at the beginning of each
year. The formula takes into account individual performance, the performance of the unit with which
the individual is associated and the overall consolidated performance. Approximately $1.9 million and
$1.0 million were charged against income with respect to such awards for the years ended December
31, 1976 and 1975, respectively.
LYNCH CORPORATION
Notes to Financial Statements
(8) Incentive Plan
The Company’s incentive plan for salaried employees, as amended in 1976, is designed to allow
incentive awards to be made to employees of a division or subsidiary without regard to the perfor
mance of other divisions or subsidiaries. Under the Plan, an “Incentive Plan Base” is determined
annually for each division or subsidiary. The “Incentive Plan Base” for a particular division or sub
sidiary consists of its earnings for that year before income taxes and before corporate office expenses,
goodwill amortization, extraordinary and nonrecurring items and provision for incentive awards. A
particular division or subsidiary qualifies for incentive awards in a given year if its “Incentive Plan
Base” for that year equals or exceeds 40% of its defined tangible net worth as of the last day of the
preceding year. An amount of not more than 12% of the “Incentive Plan Base” of each qualifying
division or subsidiary may be available for incentive awards for that year.
Awards to employees must be approved by the Board of Directors and may be made only out of
the amount available for awards by reason of the performance of the division or subsidiary for which
they work. Corporate office executives and staff may receive awards out of sums available, regardless
of which division’s or subsidiary’s performance made those sums available. Amounts available which
are not awarded for any year may not be awarded for future years.
The charge to operations for incentive awards amounts to $100,000 in 1976 and $30,000 in 1975.
MANAGEMENT ASSISTANCE INC.
Notes to Financial Statements
(9) Savings, Past Service Retirement and Cash Compensation Plans:
• • • •
(c) Cash Compensation Plan:
During fiscal 1975, the Board of Directors adopted a Cash Compensation Plan pursuant to which
certain key operating officers may earn incentive compensation depending on achievement of the
pre-determined financial performance of the operations supervised by the respective participant and,
commencing with fiscal 1976, the attainment of individual goals by the participant. Achievement of
100% of the specified goals will result in a payment to the participant equal to a specified percentage of
the participant’s base annual salary, with no incentive compensation being paid if less than 75% of the
goals are achieved and the payment increasing on a graduated basis to a maximum not to exceed twice
the award which would have been received if the participant had achieved only 100% of goals.
Incentive compensation under this plan for fiscal 1976 and 1975 amounted to approximately $290,000
and $150,000, respectively.
MOTOROLA, INC.
Notes to Financial Statements
8. Employee Benefit Plans:
An Executive Incentive Plan specifies that the company and certain subsidiaries may provide up
to 4% of their annual consolidated pre-tax earnings, as defined, for the payment of cash incentive
awards. Such awards are payable, except for awards of $1,000 or less, generally in equal annual
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installments over a period of five years and are generally subject to the recipient’s continued employ
ment. Awards made in 1977 for 1976 performance are payable in full or may be deferred over five
years at the option of the participant. Amounts of $4,091,000 and $1,408,000 were provided in 1976 and
1975 for such awards, representing 4% of defined earnings. In 1976 awards of $2,202,000 were made
for 1975 performance ($2,083,000 in 1975 for 1974 performance). Awards for 1976 performance have
not yet been determined. At December 31, 1976, $4,953,000 was available for such awards ($2,532,000
in 1975).
••••

SOO LINE RAILROAD COMPANY
Notes to Financial Statements
6. Incentive Compensation Awards
An Incentive-Deferred Compensation Plan provides for participation by key management
employees in the profits of the Company through Incentive Compensation Awards. The Plan, ad
ministered by the Salary Committee of the Board of Directors, provides for awards based on income
before federal income taxes, adjusted as defined in the Plan, subject to a maximum of a specified
percentage of participants’ salaries. During 1975, the Board of Directors modified the award fund
formula of the Plan for 1976 and subsequent years, and authorized the establishment of an award fund
for 1975 of $155,000 for distribution as incentive compensation cash awards. Pursuant to the Plan an
award fund of $266,000 was charged to 1976 expense.

PROFIT SHARING
DESERET PHARMACEUTICAL COMPANY, INC.
Notes to Financial Statements
8. Employee Benefit Plans
The Company has a pension plan for its employees funded by individual annuity accounts main
tained by a funding agent. Under the plan, the Company contributes from 4% of $5,000 of compensa
tion up to 10% of over $14,000 of compensation. The Company also has a profit-sharing plan under
which the Company contributes 4% of participants’ annual compensation (plus additional amounts up
to a total of 15% of compensation at the discretion of the Board of Directors), and participating
employees must also contribute 4% of their annual compensation.
There was no past-service liability at August 31, 1976 in connection with the plans. The charge to
income for Company contributions to the plans for the years ended August 31, 1976 and 1975 was
approximately $599,000 and $349,000, respectively.
FAMILY DOLLAR STORES, INC.
Notes to Financial Statements
9. Incentive compensation:
The Company has an incentive profit-sharing plan whereby at its discretion the Board may pay
certain employees and officers an aggregate amount not to exceed 5% of the consolidated income
before income tax. Payments under the profit-sharing plan have not been material.
JACK ECKERD CORPORATION
Notes to Financial Statements
(3) Employees’ Benefit Plan
The Companies have in effect a noncontributory profit-sharing plan for all regular employees.
Annual contributions to the plan, which are at the discretion of the board of directors, have amounted
to approximately 5% of consolidated net income before deducting such contribution and Federal and
state income taxes. Contributions of $3,208,197 in 1976 and $2,572,863 in 1975 have been included in
selling, general and administrative expenses.
All funds are held by a bank as agent under the trust agreement. The majority of the trustees are
participants in the plan. There is no past service liability.
While the Companies expect to continue the plan indefinitely, they have reserved the right to
modify, amend or terminate the plan. In the event of termination, the entire amount contributed
under the plan must be applied to the payment of benefits to the participants or their beneficiaries.
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JANTZEN, INC.

Notes to Financial Statements
6. Employee Profit Sharing, Retirement and Incentive Plans:
• • • •
Provisions under the combined profit sharing and thrift plan were $443,548 for 1976 and $366,794
for 1975. The Company’s regular contribution is 25% of employee investments in the plan up to 6% of
employee compensation. The Board of Directors authorized additional Company contributions equal to
63% of such employee investment for 1976 and 51% for 1975.
• • • •

JOHNSON PRODUCTS CO., INC.
Notes to Financial Statements
7. Employees’ Profit-Sharing Plan:
The Company has a noncontributory employees’ profit-sharing plan for eligible employees. Com
pany contributions to the plan are at the discretion of the Board of Directors, but may not exceed the
maximum allowable deduction permitted under the Internal Revenue Code at the time of the con
tribution. All contributions must be made from the net income or retained earnings of the Company.
The Company contributed $450,000 to the plan in 1976 and $400,000 in 1975.
MASONITE CORPORATION
Notes to Financial Statements
5. Profit Sharing Plan
The Masonite Profit Sharing Stock Plan provides that each fiscal year the company contribute 2%
of that part of the consolidated income before income taxes, as defined, of the divisions participating in
the Plan, which is in excess of 6% of consolidated net worth of said divisions at the beginning of the
fiscal year. To be eligible for participation, an employee must be a full-time salaried employee,
permanently and continuously in the employ of the company for one year. The company’s contribution
was nothing in 1975 and $622,000 in 1976.
WINNEBAGO INDUSTRIES, INC.
Notes to Financial Statements
Note 5.
Profit-Sharing Plan and Incentive Compensation
The Company has a qualified contributory profit-sharing plan for all eligible employees. The plan
provides for contributions by the Company in such amounts as the Board of Directors may determine.
Contributions to the plan were none and $475,000 for the years ended August 30, 1975 and August 28,
1976 respectively.
• • • •

PROFIT SHARING-BONUS
CAVITRON CORPORATION
Notes to Financial Statements
7. Pension and Profit-Sharing Plans:
Pursuant to the terms of the Company’s profit-sharing and bonus plan, a specified percentage of
net income before Federal income taxes, as defined, is provided for bonus awards to key employees.
The amount and timing of individual awards is determined annually by the Board of Directors. In 1976
and 1975, respectively, $212,000 and $346,000 were charged to expense in accordance with the terms
of the plan.
• • • •
EDS NUCLEAR, INC.
Notes to Financial Statements
Employee Incentive Plans:
The Company has a profit-sharing plan for all eligible employees and a bonus plan for officers and
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key employees. Effective for the year ended September 30, 1976, the Board of Directors has deter
mined that the amount of the Company’s contribution to its profit-sharing and bonus plans will be 8%
of the Company’s pretax profit excluding interest and before consideration of the contribution. The
percentage set by the Board for the year ended September 30, 1975 was 8.3%. Amounts charged to
operations under the plans were $310,000 in 1976 and $282,000 in 1975.
REPUBLIC CORPORATION
Notes to Financial Statements
Note 3. Commitments and Contingencies
• • • •

The Company has a number of other contractual obligations in connection with employment
arrangements to pay profit-sharing and bonuses to certain subsidiary officers and employees. The
amounts are computed on varying levels of applicable income before taxes and in one case on cash flow
(as defined). The Company charged to income $1,809,000 in 1976 and $2,716,000 in 1975 with respect to
these plans and certain other discretionary bonuses.

PROFIT SHARING-RETIREMENT
ALEXANDER’S, INC.
Notes to Financial Statements
4. Employee benefit plans
The Company has a contributory profit-sharing and retirement plan for eligible employees and a
contributory profit-sharing and bond purchase plan for other eligible employees. Earnings were
charged for contributions of $913,236 in 1976 and $815,508 in 1975 to the profit-sharing and bond
purchase plan and $500,000 in 1976 and $396,686 in 1975 to the contributory profit-sharing and
retirement plan. The Company reserves the right to amend, modify or terminate the plans.
GRAND CENTRAL, INC.
Notes to Financial Statements
7. Profit-Sharing Retirement Plan
Effective on August 1, 1969, the company adopted a trusteed Profit-sharing Retirement Plan for
the benefit of their full-time employees, as defined. Subject to certain limitations, the amount of the
annual contribution under the plan is determined by the company’s Board of Directors.
The charge to income in connection with the plan was $253,113 and $248,933 for the years ended
August 1, 1976 and August 3, 1975, respectively.
HESSTON CORPORATION
Notes to Financial Statements
10. Profit-Sharing and retirement plans
The Company and its subsidiaries have in effect several trusteed retirement profit-sharing plans,
deferred compensation plans, and a cash bonus profit-sharing plan. The profit-sharing plans provide
for annual contributions based on percentages of income (by operating division) in excess of certain
minimum levels before any deduction for profit-sharing contributions, charitable contributions and
income taxes. The plans may be amended or terminated at any time. Total charges against operations
for the retirement plans were $802,000 and $1,919,000 in 1976 and 1975, respectively.
THE HOTEL INVESTORS
Notes to Financial Statements
8. Pension and Profit Sharing Plan
The Trustees have adopted effective December 1, 1975, a non-contributory Pension and Profit
Sharing Plan for all employees, subject to approval by shareholders, which is intended to comply with
the Employee Retirement Income Security Act of 1974. Under this Plan, annual contributions are
funded currently and there are no prior service costs. Contributions in 1976 totalled $20,652 and are
included in administrative expenses.

72

LOEHMANN’S, INC.
Notes to Financial Statements
2. Profit-sharing and Employee Medical Expense Plans
Under the terms of the profit-sharing plans of the Company and its subsidiaries, which are
voluntary and noncontributory, annual contributions to trust funds shall be made at a minimum of 10%
of defined net earnings before federal income taxes, but limited to the maximum deduction allowable
for federal income tax purposes. The plans presently cover all employees with two or more years of
service and provide for payments from the trust upon death, retirement or other termination of
employment. Employee rights in the trust funds generally vest at the rate of 50% after the second
year, increasing to 100% after the tenth year, except that such rights are fully vested upon death or at
age 65. The profit-sharing plans have been amended effective for fiscal 1976 to comply with the
provisions of the Employee Retirement Income Security Act. The amended plans have been submit
ted to the Internal Revenue Service for approval.
The amounts charged to operations for contributions under the plans for the years ended July 26,
1976 and July 28, 1975 were $600,000 and $464,000.
• • • •

J. W. MAYS, INC.
Notes to Financial Statements
4. Retirement plan:
The Company has a non-contributory Profit Sharing Trust Retirement Plan (the “Plan”) under
which a fund is accumulated and retirement and death benefits are provided to eligible employees.
Annual contributions, subject to certain limitations, are required of the Company at specified
percentages of its net income, as defined. There were no contributions required for the years ended
July 31, 1976 and 1975.
Effective as of July 31, 1976, the Board of Directors adopted a resolution to abandon the Plan and
to distribute its assets to beneficiaries in accordance with the applicable provisions of such Plan.
NEW PROCESS COMPANY
Notes to Financial Statements
Note A—Significant Accounting Policies
• • • •

Employee Benefit Plans: The Company has a profit sharing and retirement plan benefiting
employees in which contributions are dependent on net income of the Company. The contributions to
the Plan charged to income in 1976 and 1975 were $1,081,473 and $1,083,524, respectively. The Plan
was amended effective January 1, 1976 to comply with the requirements of the Employee Retirement
Income Security Act. The amendments have no impact on future contributions to the Plan.
• • • •

SAV-A-STOP INCORPORATED
Notes to Financial Statements
(8) Profit Sharing Plans
The Company and its subsidiaries have noncontributory trusteed profit sharing plans covering all
employees who have completed thirty-six months of employment. Annual contributions are discre
tionary with the Board of Directors, but may not exceed the maximum amount deductible for Federal
income tax purposes. No contributions were made in 1976 or 1975. No past service benefits are
provided under the plans. Although the Company expects to continue the plans, the right to modify,
amend or terminate them has been reserved. Minor changes in the plans have been made to conform
with the provisions of the Employee Retirement Income Security Act of 1974, but such changes will
not have a significant impact on the Company’s future earnings or financial position.
WALGREEN CO.
Notes to Financial Statements
Employees’ Profit-Sharing Retirement Trust:
The Company has a retirement plan for employees known as the Walgreen Profit-Sharing Re
tirement Trust, to which both the Company and the employees contribute. The Company’s contribu
tion, computed by a formula specified by the Trust Agreement, is related to pre-tax income, and is
reduced by the Company’s payment for Profit-Sharing members’ Social Security and Medicare tax
that is in excess of 5.2% of annual wages subject to such taxes.
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SAVINGS (THRIFT)
AVERY INTERNATIONAL CORPORATION
Notes to Financial Statements
Note 9—Employee Retirement Plans:
The Company’s contributions to its employee retirement plans were as follows:
1976
$3,141,000
2,053,000

Pension costs
U.S. profit sharing plan

1975
$3,385,000
1,019,000

Included in pension costs are $1,348,000 and $1,448,000 respectively, paid under compulsory
plans of foreign governments.
The U.S. profit sharing plan, to be converted to a savings plan for years subsequent to fiscal 1976,
provided for contributions of 10% of income as defined. The savings plan has not yet been finalized but
it is contemplated that it will provide for the Company’s matching of 50% of participants’ contributions
not to exceed 6% of their annual compensation. Certain changes to the U.S. retirement plan will also
be made.
••••

BANKERS TRUST NEW YORK CORPORATION
Notes to Financial Statements
Note 13—Pension and Incentive Plans
The Corporation’s pension plan expense and contribution to the Savings Incentive Plan amounted
to: (in millions)

1976
$15.1
12.6

Pension Plan................
Savings Incentive Plan

Year Ended December 31,
1975
1973
1974
$7.8
$12.0
$ 9.0
9.5
11.8
11.0

1972
$7.9
6.3

••••

The Savings Incentive Plan stipulates that eligible employees may elect to contribute to a trust
fund from 2% up to a maximum of 12% of their annual salary. The Corporation’s contribution equals
two times the first 6% of the employees’ contribution.
••••

DIXILYN CORPORATION
Notes to Financial Statements
5. Employee Benefit Plans
• • • •

Effective June 1, 1975, the Company adopted a thrift plan whereby employees may contribute
from 2% to 10% of their salary and the Company contributes out of profits 50% of the employee
contributions and may contribute an additional amount up to an additional 100% of employee contribu
tions. The Company contributed an additional 85% for 1976 and 75% for 1975 bringing its total
contributions to $296,000 and $81,000, respectively.
• • • •

FIRST INTERNATIONAL BANCSHARES, INC.
Notes to Financial Statements
(8) Retirement and Incentive Plans
• • • •

Thrift Incentive Plan—The Thrift Incentive Plan of First National Bank in Dallas, created in
1961, is basically a noncontributory plan covering employees of First in Dallas and First International
and employees of any other employer approved for participation by First in Dallas who meet specified
service requirements. A participant may elect, however, to contribute from 1% of his basic compensa
tion (as defined) in any one plan year, to a maximum deposit of 10% of the aggregate compensation
paid to the participant subject to the specified limits. Under the Plan, First International makes
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contributions, at least annually, in an amount equal to 10% of the aggregate basic compensation (as
defined) of its qualified participants (as defined) and First in Dallas makes a contribution equal to the
lesser of (1) 15% of its profits or (2) 10% of the aggregate basic compensation of its qualified partici
pants. Additional employer contributions may be made, but aggregate contributions may not exceed
the lesser of (1) 15% of basis compensation of qualified participants or (2) the maximum amount
deductible for such year for Federal income tax reporting purposes. Thrift Incentive Plan costs
charged to earnings are $1,434,000 in 1976 and $1,168,000 in 1975.
MANAGEMENT ASSISTANCE INC.
Notes to Financial Statements
(9) Savings, Past Service Retirement and Cash Compensation Plans:
(a) Savings Plan:
MAI employees in the United States and Puerto Rico are eligible to participate in the Employee’s
Savings Plan. Under the plan, an employee may save from 2% to 6% of his base compensation,
depending on certain limiting factors, up to a maximum of $3,000 per year, and MAI will contribute
out of its current or accumulated earnings or profits (from the consolidated results of operations or
from any subsidiary’s results of operations) $.25 for each dollar saved ($.15 prior to January 1, 1976).
MAI’s contributions vest in an employee on a graduated basis commencing after the third year to
100% after either seven years’ participation in the plan, death, disability or retirement, whichever
first occurs. Employees may, under prescribed conditions, withdraw part of their contributions prior
to death, disability or retirement. MAI’s contribution during fiscal 1976 and 1975 amounted to approx
imately $110,800 and $62,600, respectively.
• • • •

MATERIALS RESEARCH CORPORATION
Notes to Financial Statements
Pension and Savings and Investment Plans
• • • •

The Company maintains a Savings and Investment Plan under which U.S. employees may elect to
contribute a certain percentage of compensation and the Company is obliged to contribute an amount
equal to one-third of the employee’s contribution, not to exceed two percent of compensation. Provi
sion for the Company’s contribution to the Plan amounted to $27,500 in 1976 and $15,000 in 1975.
SARGENT INDUSTRIES, INC.
Notes to Financial Statements
Note 8—Incentive and Retirement Plans.
• • • •

Effective January 1, 1976, Sargent introduced a noncontributory profit sharing plan and a con
tributory savings and retirement plan for employees with one or more years of service. Sargent
contributions to these new plans are computed based on five percent of net income for each plan or ten
percent in aggregate, as defined in the plans, and amounted to $125,000 for the year ended December
31, 1976.
Sargent management and consulting actuaries are of the opinion that revisions to existing retire
ment plans required as a result of enactment of the Employee Retirement Income Security Act of 1974
will not materially affect costs or funding requirements.
• • • •

TYLER CORPORATION
Notes to Financial Statements
Employee Benefit Plans
• • • •

Costs related to the Company’s savings and investment plan aggregated $583,000 in 1975 and
$815,000 in 1976. The plan provides that the Company will contribute not less than 50% of the amount
of employee contributions. Additional discretionary contributions may be made provided each sub
sidiary company has earnings from which to pay its contribution.
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APPENDIX A
OPINIONS OF THE ACCOUNTING PRINCIPLES BOARD 8
ACCOUNTING FOR THE COST OF PENSION PLANS
INTRODUCTION
1. Pension plans have developed in an environment characterized by a complex array of social
concepts and pressures, legal considerations, actuarial techniques, income tax laws and regula
tions, business philosophies, and accounting concepts and practices. Each plan reflects the in
teraction of the environment with the interests of the persons concerned with its design, interpre
tation and operation. From these factors have resulted widely divergent practices in accounting
for the cost of pension plans.
2. An increased significance of pension cost in relation to the financial position and results of
operations of many businesses has been brought about by the substantial growth of private
pension plans, both in numbers of employees covered and in amounts of retirement benefits. The
assets accumulated and the future benefits to employees under these plans have reached such
magnitude that changes in actuarial assumptions concerning pension fund earnings, employee
mortality and turnover, retirement age, etc., and the treatment of differences between such
assumptions and actual experience, can have important effects on the pension cost recognized for
accounting purposes from year to year.
3. In Accounting Research Bulletin No. 47, Accounting for Costs of Pension Plans, the
committee on accounting procedure stated its preferences that “costs based on current and future
services should be systematically accrued during the expected period of active service of the
covered employees” and that “costs based on past services should be charged off over some
reasonable period, provided the allocation is made on a systematic and rational basis and does not
cause distortion of the operating results in any one year.” In recognition of the divergent views
then existing, however, the committee also said “as a minimum, the accounts and financial state
ments should reflect accruals which equal the present worth, actuarially calculated, of pension
commitments to employees to the extent that pension rights have vested in the employees,
reduced in the case of the balance sheet, by any accumulated trusteed funds or annuity contracts
purchased.” The committee did not explain what was meant by the term “vested” and did not
make any recommendations concerning appropriate actuarial cost methods or recognition of actu
arial gains and losses.
4. Despite the issuance of Accounting Research Bulletin No. 47, accounting for the cost of
pension plans has varied widely among companies and has sometimes resulted in wide year-toyear fluctuations in the provisions for pension cost of a single company. Generally, companies have
provided pension cost equivalent to the amounts paid to a pension fund or used to purchase
annuities. In many cases such payments have included amortization of past service cost (and prior
service cost arising on amendment of a plan) over periods ranging from about ten to forty years; in
other cases the payments have not included amortization but have included an amount equivalent
to interest (see definition of interest in the Glossary, Appendix B) on unfunded prior service cost.
In some cases payments from year to year have varied with fluctuations in company earnings or
with the availability of funds. In other cases payments have been affected by the Federal income
tax rates in effect at a particular time. The recognition of actuarial gains and losses in the year of
their determination, or intermittently, has also caused year-to-year variations in such payments.
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5. Because of the increasing importance of pensions and the variations in accounting for
them, the Accounting Principles Board authorized Accounting Research Study No. 8, Accounting
fo r the Cost of Pension Plans (referred to hereinafter as the “Research Study”). The Research
Study was published in May 1965 by the American Institute of Certified Public Accountants and
has been widely distributed. The Board has carefully examined the recommendations of the
Research Study and considered many comments and articles about it. The Board’s conclusions
agree in most respects with, but differ in some from, those in the Research Study.
6. The Board has concluded that this Opinion is needed to clarify the accounting principles
and to narrow the practices applicable to accounting for the cost of pension plans. This Opinion
supersedes Accounting Research Bulletin No. 43, Chapter 13, Section A, Compensation: Pension
Plans-A nnuity Costs Based on Past Service and Accounting Research Bulletin No. 47, Account
ing for Costs of Pension Plans.
7. The computation of pension cost for accounting purposes requires the use of actuarial
techniques and judgment. Generally pension cost should be determined from a study by an
actuary, giving effect to the conclusions set forth in this Opinion. It should be noted that the
actuarial cost methods and their application for accounting purposes may differ from those used
for funding purposes. A discussion of actuarial valuations, assumptions and cost methods is
included in Appendix A. The terminology used in this Opinion to describe pension cost and
actuarial cost methods is consistent with that generally used by actuaries and others concerned
with pension plans. A Glossary of such terminology is included in Appendix B.

PENSION PLANS COVERED BY THIS OPINION
8. For the purposes of this Opinion, a pension plan is an arrangement whereby a company
undertakes to provide its retired employees with benefits that can be determined or estimated in
advance from the provisions of a document or documents or from the company’s practices. Ordi
narily, such benefits are monthly pension payments but, in many instances, they include death
and disability payments. However, death and disability payments under a separate arrangement
are not considered in this Opinion. The Opinion applies both to written plans and to plans whose
existence may be implied from a well-defined, although perhaps unwritten, company policy. A
company’s practice of paying retirement benefits to selected employees in amounts determined on
a case-by-case basis at or after retirement does not constitute a pension plan under this Opinion.
The Opinion applies to pension cost incurred outside the United States under plans that are
reasonably similar to those contemplated by this Opinion, when included in financial statements
intended to conform with generally accepted accounting principles in the United States. The
Opinion applies to unfunded plans as well as to insured plans and trust fund plans. It applies to
defined-contribution plans as well as to defined-benefit plans. It applies also to deferred compen
sation contracts with individual employees if such contracts, taken together, are equivalent to a
pension plan. It does not apply to deferred profit-sharing plans except to the extent that such a
plan is, or is part of, an arrangement that is in substance a pension plan.

BASIC ACCOUNTING METHOD
Discussion
9. This Opinion is concerned with the determination of the amount of pension cost for ac
counting purposes. In considering the discussions and conclusions in this Opinion, it is important
to keep in mind that the annual pension cost to be charged to expense (“the provision for pension
cost”) is not necessarily the same as the amount to be funded for the year. The determination of
the amount to be funded is a financial matter not within the purview of this Opinion.
10. The pension obligations assumed by some companies are different from those assumed by
other companies. In some plans the company assumes direct responsibility for the payment of
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benefits described in the plan. In these cases, if the pension fund is inadequate to pay the benefits
to which employees are entitled, the company is liable for the deficiency. In contrast, the terms of
most funded plans limit the company’s legal obligation for the payment of benefits to the amounts
in the pension fund. In these cases, if the pension fund is inadequate to pay the benefits to which
employees are otherwise entitled, such benefits are reduced in a manner stated in the plan and the
company has no further legal obligation.
11. There is broad agreement that pension cost, including related administrative expense,
should be accounted for on the accrual basis. There is not general agreement, however, about the
nature of pension cost. Some view pensions solely as a form of supplemental benefit to employees
in service at a particular time. Others see a broader purpose in pensions; they consider pensions to
be in large part (a) a means of promoting efficiency by providing for the systematic retirement of
older employees or (b) the fulfillment of a social obligation expected of business enterprises, the
cost of which, as a practical matter, constitutes a business expense that must be incurred. Those
who hold this second viewpoint associate pension cost, to a large extent, with the plan itself rather
than with specific employees. In addition, the long-range nature of pensions causes significant
uncertainties about the total amount of pension benefits ultimately to be paid and the amount of
cost to be recognized. These differences in viewpoint concerning the nature of pension cost, the
uncertainties regarding the amount of the estimates, and the use of many actuarial approaches,
compound the difficulty in reaching agreement on the total amount of pension cost over a long
period of years and on the time to recognize any particular portion applicable to an employee or
group of employees. It is only natural, therefore, that different views exist concerning the prefer
able way to recognize pension cost. The major views are described in the following four para
graphs.
12. One view is that periodic pension cost should be provided on an actuarial basis that takes
into account all estimated prospective benefit payments under a plan with respect to the existing
employee group, whether such payments relate to employee service rendered before or after the
plan’s adoption or amendment, and that no portion of the provision for such payments should be
indefinitely deferred or treated as though, in fact, it did not exist. Those holding this view believe
that the recurring omission of a portion of the provision, because of the time lag between making
the provision and the subsequent benefit payments under a plan, is a failure to give accrual
accounting recognition to the cost applicable to the benefits accrued over the service lives of all
employees. Among those holding this view there is general agreement that cost relating to service
following the adoption or amendment of a plan should be recognized ratably over the remaining
service lives of employees. There is some difference of opinion, however, concerning the period of
time to use in allocating that portion of the cost which the computations under some actuarial
methods assign to employee service rendered before a plan’s adoption or amendment. As to this
cost, (a) those viewing pensions as relating solely to the existing employee group believe that it
should be accounted for over the remaining service lives of those in the employ of the company at
the time of the plan’s adoption or amendment, whereas (b) some of those holding the broader view
of pensions, referred to in Paragraph 11, believe that this cost is associated to a large extent with
the plan itself and hence that the period of providing for it need not be limited to the remaining
service lives of a particular group of employees but may be extended somewhat beyond that
period. However, this difference of opinion relates only to the period of time over which such cost
should be provided.
13. An opposing view stresses that pension cost is related to the pension benefits to be paid
to the continuing employee group as a whole. Those holding this view emphasize that, in the
application of accrual accounting, charges against income must be based on actual transactions and
events—past, present or reasonably anticipated. They stress the long-range nature of pensions,
referred to in Paragraph 11, and emphasize the uncertainties concerning the total cost of future
benefits. They point out that, in the great majority of cases, provision for normal cost plus an
amount equivalent to interest on unfunded prior service cost will be adequate to meet, on a
continuing basis, all benefit payments under a plan. Those holding this view believe that following
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the view expressed in Paragraph 12 can result, over a period of years, in charging income with,
and recording a balance-sheet accrual for, amounts that will not be paid as benefits. They see no
reason therefore to urge employers to provide more than normal cost plus an amount equivalent to
interest on unfunded prior service cost in these circumstances, because additional amounts never
expected to be paid by a going concern are not corporate costs, and thus are not appropriate
charges against income. They acknowledge, however, that corporations can and do make pay
ments to pension funds for past and prior service cost, with the result that reductions will be
effected in future charges for the equivalent of interest on unfunded amounts, but they consider
this to be solely a matter of financial management rather than a practice dictated by accounting
considerations.
14. In many pension plans, cost recorded on the basis described in Paragraph 13 will accumu
late an amount (whether funded or not) at least equal to the actuarially computed value of vested
benefits (see definition of vested benefits in the Glossary, Appendix B). However, this result might
not be achieved in some cases (for example, if the average age of the employee group is high in
relation to that of expected future employee groups, or if benefits vest at a relatively early age).
Some hold the view that when periodic provisions are based on normal cost plus an amount
equivalent to interest such periodic provisions should be increased if they will not, within a
reasonable period of time, accumulate an amount (whether funded or not) at least equal to the
actuarially computed value of vested benefits. Others would require the increases in provisions
only if the company has a legal obligation for the payment of such benefits.
15. Another view is that, if the company has no responsibility for paying benefits beyond the
amounts in the pension fund, pension cost is discretionary and should be provided for a particular
accounting period only when the company has made or has indicated its intent to make a contribu
tion to the pension fund for the period. Others believe that pension cost is discretionary even if the
company has a direct responsibility for the payment of benefits described in the plan.

Opinion
16. The Board recognizes that a company may limit its legal obligation by specifying that
pensions shall be payable only to the extent of the assets in the pension fund. Experience shows,
however, that with rare exceptions pension plans continue indefinitely and that termination and
other limitations of the liability of the company are not invoked while the company continues in
business. Consequently, the Board believes that, in the absence of convincing evidence that the
company will reduce or discontinue the benefits called for in a pension plan, the cost of the plan
should be accounted for on the assumption that the company will continue to provide such ben
efits. This assumption implies a long-term undertaking, the cost of which should be recognized
annually whether or not funded. Therefore, accounting for pension cost should not be discre
tionary.
17. All members of the Board believe that the entire cost of benefit payments ultimately to
be made should be charged against income subsequent to the adoption or amendment of a plan and
that no portion of such cost should be charged directly against retained earnings. Differences of
opinion exist concerning the measure of the cost of such ultimate payments. The Board believes
that the approach stated in Paragraph 12 is preferable for measuring the cost of benefit payments
ultimately to be made. However, some members of the Board believe that the approach stated in
Paragraph 13, in some cases with the modifications described in Paragraph 14, is more appro
priate for such measurement. The Board has concluded, in the light of such differences in views
and of the fact that accounting for pension cost is in a transitional stage, that the range of practices
would be significantly narrowed if pension cost were accounted for at the present time within
limits based on Paragraphs 12, 13 and 14. Accordingly, the Board believes that the annual
provision for pension cost should be based on an accounting method that uses an acceptable
actuarial cost method (as defined in Paragraphs 23 and 24) and results in a provision between the
minimum and maximum stated below. The accounting method and the actuarial cost method
should be consistently applied from year to year.
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a. Minimum. The annual provision for pension cost should not be less than the total of (1)
normal cost, (2) an amount equivalent to interest on any unfunded prior service cost and (3) if
indicated in the following sentence, a provision for vested benefits. A provision for vested benefits
should be made if there is an excess of the actuarially computed value of vested benefits (see
definition of vested benefits in the Glossary, Appendix B)1 over the total of (1) the pension fund and
(2) any balance-sheet pension accruals, less (3) any balance-sheet pension prepayments or de
ferred charges, at the end of the year, and such excess is not at least 5 per cent less than the
comparable excess at the beginning of the year. The provision for vested benefits should be the
lesser of (A) the amount, if any, by which 5 per cent of such excess at the beginning of the year is
more than the amount of the reduction, if any, in such excess during the year or (B) the amount
necessary to make the aggregate annual provision for pension cost equal to the total of (1) normal
cost, (2) an amount equivalent to amortization, on a 40-year basis, of the past service cost (unless
fully amortized), (3) amounts equivalent to amortization, on a 40-year basis, of the amounts of any
increases or decreases in prior service cost arising on amendments of the plan (unless fully
amortized) and (4) interest equivalents under Paragraph 42 or 43 on the difference between
provisions and amounts funded.2
b. M axim um . The annual provision for pension cost should not be greater than the total of
(1) normal cost, (2) 10 per cent of the past service cost (until fully amortized), (3) 10 per cent of the
amounts of any increases or decreases in prior service cost arising on amendments of the plan
(until fully amortized) and (4) interest equivalents under Paragraph 42 or 43 on the difference
between provisions and amounts funded. The 10 per cent limitation is considered necessary to
prevent unreasonably large charges against income during a short period of years.
18.
The difference between the amount which has been charged against income and the
amount which has been paid should be shown in the balance sheet as accrued or prepaid pension
cost. If the company has a legal obligation for pension cost in excess of amounts paid or accrued,
the excess should be shown in the balance sheet as both a liability and a deferred charge. Except
to the extent indicated in the preceding sentences of this paragraph, unfunded prior service cost is
not a liability which should be shown in the balance sheet.

ACTUARIAL COST METHODS
Discussion
19. A number of actuarial cost methods have been developed to determine pension cost.
These methods are designed primarily as funding techniques, but many of them are also useful in
determining pension cost for accounting purposes. Pension cost can vary significantly, depending
on the actuarial cost method selected; furthermore, there are many variations in the application of
the methods, in the necessary actuarial assumptions concerning employee turnover, mortality,
compensation levels, pension fund earnings, etc., and in the treatment of actuarial gains and
losses.
20. The principal actuarial cost methods currently in use are described in Appendix A. These
methods include an accrued benefit cost method and several projected benefit cost methods.
a.
Under the accrued benefit cost method (unit credit method), the amount assigned to the
current year usually represents the present value of the increase in present employees’ retire
ment benefits resulting from that year’s service. For an individual employee, this method results
in an increasing cost from year to year because both the present value of the annual increment in
benefits and the probability of reaching retirement increase as the period to retirement shortens;

1The actuarially computed value of vested benefits would ordinarily be based on the actuarial valuation used for the
year even though such valuation would usually be as of a date other than the balance sheet date.
2For purposes of this sentence, amortization should be computed as a level annual amount, including the equivalent of
interest.
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also, in some plans, the retirement benefits are related to salary levels, which usually increase
during the years. However, the aggregate cost for a total work force of constant size tends to
increase only if the average age or average compensation of the entire work force increases.
b.
Under the projected benefit cost methods (entry age normal, individual level premium,
aggregate and attained age normal methods), the amount assigned to the current year usually
represents the level amount (or an amount based on a computed level percentage of compensation)
that will provide for the estimated projected retirement benefits over the service lives of either
the individual employees or the employee group, depending on the method selected. Cost com
puted under the projected benefit cost methods tends to be stable or to decline year by year,
depending on the method selected. Cost computed under the entry age normal method is usually
more stable than cost computed under any other method.
21. Some actuarial cost methods (individual level premium and aggregate methods) assign to
subsequent years the cost arising at the adoption or amendment of a plan. Other methods (unit
credit, entry age normal and attained age normal methods) assign a portion of the cost to years
prior to the adoption or amendment of a plan, and assign the remainder to subsequent years. The
portion of cost assigned to each subsequent year is called normal cost. At the adoption of a plan,
the portion of cost assigned to prior years is called past service cost. At any later valuation date,
the portion of cost assigned to prior years (which includes any remaining past service cost) is
called prior service cost. The amount assigned as past or prior service cost and the amount
assigned as normal cost vary depending on the actuarial cost method. The actuarial assignment of
cost between past or prior service cost and normal cost is not indicative of the periods in which
such cost should be recognized for accounting purposes.
22. In some cases, past service cost (and prior service cost arising on amendment of a plan) is
funded in total; in others it is funded in part; in still others it is not funded at all. In practice, the
funding of such cost is influenced by the Federal income tax laws and related regulations, which
generally limit the annual deduction for such cost to 10 per cent of the initial amount. There is no
tax requirement that such cost be funded, but there are requirements that effectively prohibit the
unfunded cost from exceeding the total of past service cost and prior service cost arising on
amendment of the plan. The practical effect of the tax requirements is that on a cumulative basis
normal cost plus an amount equivalent to the interest on any unfunded prior service cost must be
funded. Funding of additional amounts is therefore discretionary for income tax purposes. How
ever, neither funding nor the income tax laws and related regulations are controlling for account
ing purposes.

Opinion
23. To be acceptable for determining cost for accounting purposes, an actuarial cost method
should be rational and systematic and should be consistently applied so that it results in a reason
able measure of pension cost from year to year. Therefore, in applying an actuarial cost method
that separately assigns a portion of cost as past or prior service cost, any amortization of such
portion should be based on a rational and systematic plan and generally should result in reason
ably stable annual amounts. The equivalent of interest on the unfunded portion may be stated
separately or it may be included in the amortization; however, the total amount charged against
income in any one year should not exceed the maximum amount described in Paragraph 17.
24. Each of the actuarial cost methods described in Appendix A, except terminal funding, is
considered acceptable when the actuarial assumptions are reasonable and when the method is
applied in conformity with the other conclusions of this Opinion. The terminal funding method is
not acceptable because it does not recognize pension cost prior to retirement of employees. For
the same reason, the pay-as-you-go method (which is not an actuarial cost method) is not accepta
ble. The acceptability of methods not discussed herein should be determined from the guidelines in
this and the preceding paragraph.
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ACTUARIAL GAINS AND LOSSES
Discussion
25. Actuarial assumptions necessarily are based on estimates of future events. Actual events
seldom coincide with events estimated; also, as conditions change, the assumptions concerning the
future may become invalid. Adjustments may be needed annually therefore to reflect actual
experience, and from time to time to revise the actuarial assumptions to be used in the future.
These adjustments constitute actuarial gains and losses. They may be regularly recurring (for
example, minor deviations between experience and actuarial assumptions) or they may be unusual
or recurring at irregular intervals (for example, substantial investment gains or losses, changes in
the actuarial assumptions, plant closings, etc.).
26. In dealing with actuarial gains and losses, the primary question concerns the timing of
their recognition in providing for pension cost. In practice, three methods are in use; immediaterecognition, spreading, and averaging. Under the immediate-recognition method (not ordinarily
used at present for net losses), net gains are applied to reduce pension cost in the year of
occurrence or the following year. Under the spreading method, net gains or losses are applied to
current and future cost, either through the normal cost or through the past service cost (or prior
service cost on amendment). Under the averaging method, an average of annual net gains and
losses, developed from those that occurred in the past with consideration of those expected to
occur in the future, is applied to the normal cost.
27. The use of the immediate-recognition method sometimes results in substantial reductions
in, or the complete elimination of, pension cost for one or more years. For Federal income tax
purposes, when the unit credit actuarial cost method is used, and in certain other instances,
actuarial gains reduce the maximum pension-cost deduction for the year of occurrence or the
following year.
28. Unrealized appreciation and depreciation in the value of investments in a pension fund
are forms of actuarial gains and losses. Despite short-term market fluctuations, the overall rise in
the value of equity investments in recent years has resulted in the investments of pension funds
generally showing net appreciation. Although appreciation is not generally recognized at present
in providing for pension cost, it is sometimes recognized through the interest assumption or by
introducing an assumed annual rate of appreciation as a separate actuarial assumption. In other
cases, appreciation is combined with other actuarial gains and losses and applied on the
immediate-recognition, spreading or averaging method.
29. The amount of any unrealized appreciation to be recognized should also be considered.
Some actuarial valuations recognize the full market value. Others recognize only a portion (such as
75 per cent) of the market value or use a moving average (such as a five-year average) to minimize
the effects of short-term market fluctuations. Another method used to minimize such fluctuations
is to recognize appreciation annually based on an expected long-range growth rate (such as 3 per
cent) applied to the cost (adjusted for appreciation previously so recognized) of common stocks;
when this method is used, the total of cost and recognized appreciation usually is not permitted to
exceed a specified percentage (such as 75 per cent) of the market value. Unrealized depreciation is
recognized in full or on a basis similar to that used for unrealized appreciation.

Opinion
30. The Board believes that actuarial gains and losses, including realized investment gains
and losses, should be given effect in the provision for pension cost in a consistent manner that
reflects the long-range nature of pension cost. Accordingly, except as otherwise indicated in
Paragraphs 31 and 33, actuarial gains and losses should be spread over the current year and future
years or recognized on the basis of an average as described in Paragraph 26. If this is not
accomplished through the routine application of the method (for example, the unit credit
method—see Paragraph 27), the spreading or averaging should be accomplished by separate
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adjustments of the normal cost resulting from the routine application of the method. Where
spreading is accomplished by separate adjustments, the Board considers a period of from 10 to 20
years to be reasonable. Alternatively, an effect similar to spreading or averaging may be obtained
by applying net actuarial gains as a reduction of prior service cost in a manner that reduces the
annual amount equivalent to interest on, or the annual amount of amortization of, such prior
service cost, and does not reduce the period of amortization.
31. Actuarial gains and losses should be recognized immediately if they arise from a single
occurrence not directly related to the operations of the pension plan and not in the ordinary course
of the employer’s business. An example of such occurrences is a plant closing, in which case the
actuarial gain or loss should be treated as an adjustment of the net gain or loss from that
occurrence and not as an adjustment of pension cost for the year. Another example of such
occurrences is a merger or acquisition accounted for as a purchase, in which case the actuarial gain
or loss should be treated as an adjustment of the purchase price. However, if the transaction is
accounted for as a pooling of interests, the actuarial gain or loss should generally be treated as
described in Paragraph 30.
32. The Board believes unrealized appreciation and depreciation should be recognized in the
determination of the provision for pension cost on a rational and systematic basis that avoids
giving undue weight to short-term market fluctuations (as by using a method similar to those
referred to in Paragraph 29). Such recognition should be given either in the actuarial assumptions
or as described in Paragraph 30 for other actuarial gains and losses. Ordinarily appreciation and
depreciation need not be recognized for debt securities expected to be held to maturity and
redeemed at face value.
33. Under variable annuity and similar plans the retirement benefits vary with changes in
the value of a specified portfolio of equity investments. In these cases, investment gains or losses,
whether realized or unrealized, should be recognized in computing pension cost only to the extent
that they will not be applied in determing retirement benefits.

EMPLOYEES INCLUDED IN COST CALCULATIONS
Discussion
34. Under some plans employees become eligible for coverage when they are employed;
other plans have requirements of age or length of service or both. Some plans state only the
conditions an employee must meet to receive benefits but do not otherwise deal with coverage.
Ordinarily actuarial valuations exclude employees likely to leave the company within a short time
after employment. This simplifies the actuarial calculations. Accordingly, actuarial calculations
ordinarily exclude exployees on the basis of eligibility requirements and, in some cases, exclude
covered employees during the early years of service.
35. If provisions are not made for employees from the date of employment, pension cost may
be understated. On the other hand, the effect of including all employees would be partially offset
by an increase in the turnover assumption; therefore, the inclusion of employees during early
years of service may expand the volume of the calcualtions without significantly changing the
provisions for pension cost.

Opinion
36. The Board believes that all employees who may reasonably be expected to receive ben
efits under a pension plan should be included in the cost calculations, giving appropriate recogni
tion to anticipated turnover. As a practical matter, however, when the effect of exclusion is not
material it is appropriate to omit certain employees from the calculations.
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COMPANIES WITH MORE THAN ONE PLAN
Opinion
37.
A company that has more than one pension plan need not use the same actuarial cost
method for each one; however, the accounting for each plan should conform to this Opinion. If a
company has two or more plans covering substantial portions of the same employee classes and if
the assets in any of the plans ultimately can be used in paying present or future benefits of another
plan or plans, such plans may be treated as one plan for purposes of determining pension cost.

DEFINED-CONTRIBUTION PLANS
Opinion
38. Some defined-contribution plans state that contributions will be made in accordance with
a specified formula and that benefit payments will be based on the amounts accumulated from such
contributions. For such a plan the contribution applicable to a particular year should be the
pension cost for that year.
39. Some defined-contribution plans have defined benefits. In these circumstances, the plan
requires careful analysis. When the substance of the plan is to provide the defined benefits, the
annual pension cost should be determined in accordance with the conclusions of this Opinion
applicable to defined-benefit plans.

INSURED PLANS
Opinion
40. Insured plans are forms of funding arrangements and their use should not affect the
accounting principles applicable to the determination of pension cost. Cost under individual policy
plans is ordinarily determined by the individual level premium method, and cost under group
deferred annuity contracts is ordinarily determined by the unit credit method. Cost under deposit
administration contracts, which operate similarly to trust-fund plans, may be determined on any
of several methods. Some elements of pension cost, such as the application of actuarial gains
(dividends, termination credits, etc.), may at times cause differences between the amounts being
paid to the insurance company and the cost being recognized for accounting purposes. The Board
believes that pension cost under insured plans should be determined in conformity with the
conclusions of this Opinion.
41. Individual annuity or life insurance policies and group deferred annuity contracts are
often used for plans covering small employee groups. Employers using one of these forms of
funding exclusively do not ordinarily have ready access to actuarial advice in determining pension
cost. Three factors to be considered in deciding whether the amount of net premiums paid is the
appropriate charge to expense are dividends, termination credits and pension cost for employees
not yet covered under the plan. Usually, the procedures adopted by insurance companies in
arriving at the amount of dividends meet the requirements of Paragraph 30; consequently, in the
absence of wide year-to-year fluctuations such dividends should be recognized in the year cred
ited. Termination credits should be spread or averaged in accordance with Paragraph 30. Unless
the period from date of employment to date of coverage under the plan is so long as to have a
material effect on pension cost, no provision need be made for employees expected to become
covered under the plan. If such a provision is made, it need not necessarily be based on the
application of an actuarial cost method.
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EFFECT OF FUNDING
Opinion
42. This Opinion is written primarily in terms of pension plans that are funded. The account
ing described applies also to plans that are unfunded. In unfunded plans, pension cost should be
determined under an acceptable actuarial cost method in the same manner as for funded plans;
however, because there is no fund to earn the assumed rate of interest, the pension-cost provision
for the current year should be increased by an amount equivalent to the interest that would have
been earned in the current year if the prior-year provisions had been funded.
43. For funded plans, the amount of the pension cost determined under this Opinion may
vary from the amount funded. When this occurs, the pension-cost provision for the year should be
increased by an amount equivalent to interest on the prior-year provisions not funded or be
decreased by an amount equivalent to interest on prior-year funding in excess of provisions.
44. A pension plan may become overfunded (that is, have fund assets in excess of all prior
service cost assigned under the actuarial method in use for accounting purposes) as a result of
contributions or as a result of actuarial gains. In determining provisions for pension cost, the
effects of such overfunding are appropriately recognized in the current and future years through
the operation of Paragraph 30 or 43. As to a plan that is overfunded on the effective date of this
Opinion see Paragraph 48.

INCOME TAXES
Opinion
45.
When pension cost is recognized for tax purposes in a period other than the one in which
recognized for financial reporting, appropriate consideration should be given to allocation of
income taxes among accounting periods.

DISCLOSURE
Opinion
46.
The Board believes that pension plans are of sufficient importance to an understanding of
financial position and results of operations that the following disclosures should be made in
financial statements or their notes:
1. A statement that such plans exist, identifying or describing the employee groups cov
ered.
2. A statement of the company’s accounting and funding policies.
3. The provision for pension cost for the period.
4. The excess, if any, of the actuarially computed value of vested benefits over the total of
the pension fund and any balance-sheet pension accruals, less any pension prepayments
or deferred charges.
5. Nature and effect of significant matters affecting comparability for all periods pre
sented, such as changes in accounting methods (actuarial cost method, amortization of
past and prior service cost, treatment of actuarial gains and losses, etc.), changes in
curcumstances (actuarial assumptions, etc.), or adoption or amendment of a plan.
An example of what the Board considers to be appropriate disclosure is as follows:
The company and its subsidiaries have several pension plans covering substantially all
of their employees, including certain employees in foreign countries. The total pension
expense for the year was $........................................, which includes, as to certain of the
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plans, amortization of prior service cost over periods ranging from 25 to 40 years. The
company’s policy is to fund pension cost accrued. The actuarially computed value of
vested benefits for all plans as of December 31, 19 . . . ., exceeded the total of the
pension fund and balance-sheet accruals less pension prepayments and deferred
charges by approximately $ .......................................... A change during the year in the
actuarial cost method used in computing pension cost had the effect of reducing net
income for the year by approximately $ .....................................

CHANGES IN ACCOUNTING METHOD
Opinion
47.
On occasion a company may change its method of accounting for pension cost from one
acceptable method under this Opinion to another. Such a change might be a change in the actuarial
cost method, in the amortization of past and prior service cost, in the treatment of actuarial gains
and losses, or in other factors. When such a change is made subsequent to the effective date of this
Opinion, a question arises about the accounting for the difference between the cost actually
provided under the old method and the cost that would have been provided under the new
method. The Board believes that pension cost provided under an acceptable method of accounting
in prior periods should not be changed subsequently. Therefore, the effect on prior-year cost of a
change in accounting method should be applied prospectively to the cost of the current year and
future years, in a manner consistent with the conclusions of this Opinion, and not retroactively as
an adjustment of retained earnings or otherwise. The change and its effect should be disclosed as
indicated in Paragraph 46.

TRANSITION TO RECOMMENDED PRACTICES
Opinion
48. For purposes of this Opinion, any unamortized prior service cost (computed under the
actuarial cost method to be used for accounting purposes in the future) on the effective date of this
Opinion may be treated as though it arose from an amendment of the plan on that date rather than
on the actual dates of adoption or amendment of the plan. If the pension plan is overfunded (see
Paragraph 44) on the effective date of this Opinion, the amount by which it is overfunded (com
puted under the actuarial cost method to be used for accounting purposes in the future) should be
treated as an actuarial gain realized on that date and should be accounted for as described in
Paragraph 30.
49. The effect of any changes in accounting methods made as a result of the issuance of this
Opinion should be applied prospectively to the cost of the current year and future years in a
manner consistent with the conclusions of this Opinion, and not retroactively by an adjustment of
retained earnings or otherwise. The change and its effect should be disclosed as indicated in
Paragraph 46.

EFFECTIVE DATE
50.
This Opinion shall be effective for fiscal periods beginning after December 31, 1966.
However, where feasible the Board urges earlier compliance with this Opinion.

The Opinion entitled “Accounting for the Cost of Pension Plans” was adopted
unanimously by the twenty members of the Board.
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NOTES*
Opinions of the Accounting Principles Board present the conclusions of at least two-thirds of
the members of the Board.
Board Opinions need not be applied to imm aterial items.
Covering all possible conditions and circumstances in an Opinion of the Accounting Princi
ples Board is usually impracticable. The substance of transactions and the principles, guides,
rules, and criteria described in Opinions should control the accounting for transactions not
expressly covered.
Unless otherwise stated, Opinions of the Board are not intended to be retroactive.
Rule 203 of the Institute’s Rules of Conduct prohibits a member from expressing his opinion
that financial statements are presented in conformity with generally accepted accounting princi
ples if the statements depart in a material respect from such principles unless he can demonstrate
that due to unusual circumstances application of the principles would result in misleading
statements—in which case his report m ust describe the departure, its approximate effects, if
practicable, and the reasons why compliance with the established principles would result in
misleading statements.
Pursuant to resolution of Council, this Opinion of the A PB establishes, until such time as
they are expressly superseded by action of FASB, accounting principles which fa ll within the
provisions of Rule 203 of the Rules of Conduct.

Accounting Principles Board (1966-1967)

C l if f o r d V. H e im b u c h e r

Chairman
M a rsh a ll S. A rmstrong
D onald J . B ev is
J ohn C. B ie g l e r
G eorge R . C a tlet t
W . A. C r ic h l e y
J o seph P. C ummings
S id n e y D avidson
P h il ip L . D e f l ie s e
W a lter F . F r e se

N ewman T. H alvorson
L e R oy L ayton
O ra l L . L u p e r
J ohn K. M cC la re
R obert J . M u r ph e y
L o u is H . P e n n e y
J o h n W . Q ueen an
W il b e r t A . W a lk er
F rank T. W eston
R o bert E . W itsc h ey

*Changed to conform to adoption as revised in APB Opinion No. 28, May 1973.
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APPENDIX A
ACTUARIAL VALUATIONS, ASSUMPTIONS AND
COST METHODS
Actuarial Valuations
An actuarial valuation of a pension plan is the process used by actuaries for determining the
amounts an employer is to contribute (pay, fund) under a pension plan (except where an insured
arrangement calls for payment of specified premiums). A valuation is made as of a specific date,
which need not coincide with the end of the period for which a payment based on the valuation will
be made. Indeed, it is uncommon for such a coincidence of dates to exist. Among other factors, a
time lag is necessary in order to compile the data and to permit the actuary to make the necessary
calculations. Although annual valuations are, perhaps, the rule, some employers have valuations
made at less frequent intervals, in some cases as infrequently as every five years. The calculations
are made for a closed group—ordinarily, employees presently covered by the plan, former
employees having vested rights and retired employees currently receiving benefits.
An initial step in making a valuation is to determine the present value on the valuation date of
benefits to be paid over varying periods of time in the future to employees after retirement (plus
any other benefits under the plan). An actuarial cost method (see description in a later section of
this Appendix) is then applied to this present value to determine the contributions to be made by
the employer.
The resulting determinations are estimates, since in making a valuation a number of signifi
cant uncertainties concerning future events must be resolved by making several actuarial assump
tions.

Actuarial Assumptions
The uncertainties in estimating the cost of a pension plan relate to (1) interest (return or
funds invested), (2) expenses of administration and (3) the amounts and timing of benefits to be
paid with respect to presently retired employees, former employees whose benefits have vested
and present employees.

Interest (Return on Funds Invested)
The rate of interest used in an actuarial valuation is an expression of the average rate of
earnings that can be expected on the funds invested or to be invested to provide for the future
benefits. Since in most instances the investments include equity securities as well as debt se
curities, the earnings include dividends as well as interest; gains and losses on investments are
also a factor. For simplicity, however, the rate is ordinarily called the interest rate.

Expenses of Administration
In many instances the expenses of administering a pension plan—for example, fees of attor
neys, actuaries and trustees, and the cost of keeping pension records—are borne directly by the
employer. In other cases, such expenses, or some of them, are paid by a trust or insurance
company from funds contributed by the employer. In the latter cases, expenses to be incurred in
the future must be estimated in computing the employer’s pension cost.
Note: For further discussion see Appendix C of Accounting Research Study No. 8, Accounting for the Cost of Pension
Plans by Ernest L. Hicks, CPA, published by the American Institute of Certified Public Accountants in 1965.
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Benefits
Several assumptions must be made as to the amounts and timing of the future benefits whose
present value is used in expressing the cost of a pension plan. The principal assumptions are as
follows:
a. Future compensation levels. Benefits under some pension plans depend in part on future
compensation levels. Under plans of this type, an estimate is ordinarily made of normal increases
expected from the progression of employees through the various eamings-rate categories, based
on the employer’s experience. General earnings-level increases, such as those which may result
from inflation, are usually excluded from this actuarial assumption.
b. Cost-of-living. To protect the purchasing power of retirement benefits, some plans pro
vide that the benefits otherwise determined will be adjusted from time to time to reflect varia
tions in a specific index, such as the Consumer Price Index of the United States Bureau of Labor
Statistics. In estimating the cost of such a plan, expected future changes in the cost-of-living index
may be included in the actuarial assumptions.
c. M ortality. The length of time an employee covered by a pension plan will live is an
important factor in estimating the cost of the benefit payments he will receive. If an employee dies
before he becomes eligible for pension benefits, he receives no payments, although in some plans
his beneficiaries receive lumpsum or periodic benefits. The total amount of pension benefits for
employees who reach retirement is determined in large part by how long they live thereafter.
Estimates regarding mortality are based on mortality tables.
d. Retirement age. Most plans provide a normal retirement age, but many plans permit
employees to work thereafter under certain conditions. Some plans provide for retirement in
advance of the normal age in case of disability, and most plans permit early retirement at the
employee’s option under certain conditions. When there are such provisions, an estimate is made
of their effect on the amount and timing of the benefits which will ultimately be paid.
e. Turnover. In many plans, some employees who leave employment with the employer
before completing vesting requirements forfeit their rights to receive benefits. In estimating the
amount of future benefits, an allowance for the effect of turnover may be made.
f. Vesting. Many plans provide that after a stated number of years of service an employee
becomes entitled to receive benefits (commencing at his normal retirement age and usually vary
ing in amount with his number of years of service) even though he leaves the company for a reason
other than retirement. This is taken into consideration in estimating the effect of turnover.
g. Social security benefits. For plans providing for a reduction of pensions by all or part of
social security benefits, it is necessary in estimating future pension benefits to estimate the effect
of future social security benefits. Ordinarily, this estimate is based on the assumption that such
benefits will remain at the level in effect at the time the valuation is being made.

Actuarial Gains and Losses
The likelihood that actual events will coincide with each of the assumptions used is so remote
as to constitute an impossibility. As a result, the actuarial assumptions used may be changed from
time to time as experience and judgment dictate. In addition, whether or not the assumptions as
to events in the future are changed, it is often necessary to recognize in the calculations the effect
of differences between actual prior experience and the assumptions used in the past.

Actuarial Cost Methods
Actuarial cost methods have been developed by actuaries as funding techniques to be used in
actuarial valuations. As indicated in Paragraph 19 of the accompanying Opinion, many of the
actuarial cost methods are also useful for accounting purposes. The following discussion of the
principal methods describes them as funding techniques (to simplify the discussion, references to
prior service cost arising on amendment of a plan have been omitted; such cost would ordinarily be
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treated in a manner consistent with that described for past service cost). Their application for
accounting purposes is described in the accompanying Opinion.

Accrued Benefit Cost Method—Unit Credit Method
Under the unit credit method, future service benefits (pension benefits based on service after
the inception of a plan) are funded as they accrue—that is, as each employee works out the service
period involved. Thus, the normal cost under this method for a particular year is the present value
of the units of future benefit credited to employees for service in that year (hence unit credit). For
example, if a plan provides benefits of $5 per month for each year of credited service, the normal
cost for a particular employee for a particular year is the present value (adjusted for mortality and
usually for turnover) of an annuity of $5 per month beginning at the employee’s anticipated
retirement date and continuing throughout his life.
The past service cost under the unit credit method is the present value at the plan’s inception
date of the units of future benefit credited to employees for service prior to the inception date.
The annual contribution under the unit credit method ordinarily comprises (1) the normal cost
and (2) an amount for past service cost. The latter may comprise only an amount equivalent to
interest on the unfunded balance or may also include an amount intended to reduce the unfunded
balance.
As to an individual employee, the annual normal cost for an equal unit of benefit each year
increases because the period to the employee’s retirement continually shortens and the probabil
ity of reaching retirement increases; also, in some plans, the retirement benefits are related to
salary levels, which usually increase during the years. As to the employees collectively, however,
the step-up effect is masked, since older employees generating the highest annual cost are con
tinually replaced by new employees generating the lowest. For a mature employee group, the
normal cost would tend to be the same each year.
The unit credit method is almost always used when the funding instrument is a group annuity
contract and may also be used in trusteed plans and deposit administration contracts where the
benefit is a stated amount per year of service. This method is not frequently used where the
benefit is a fixed amount (for example, $100 per month) or where the current year’s benefit is
based on earnings of a future period.

Projected Benefit Cost Methods
As explained above, the accrued benefit cost method (unit credit method) recognizes the cost
of benefits only when they have accrued (in the limited sense that the employee service on which
benefits are based has been rendered). By contrast, the projected benefit cost methods look
forward. That is, they assign the entire cost of an employee’s projected benefits to past, present
and future periods. This is done in a manner not directly related to the periods during which the
service on which the benefits are based has been or will be rendered. The principal projected
benefit cost methods are discussed below.
a. Entry age normal method. Under the entry age normal method, the normal costs are
computed on the assumption (1) that every employee entered the plan (thus, entry age) at the
time of employment or at the earliest time he would have been eligible if the plan had been in
existence and (2) that contributions have been made on this basis from the entry age to the date of
the actuarial valuation. The contributions are the level annual amounts which, if accumulated at
the rate of interest used in the actuarial valuation, would result in a fund equal to the present
value of the pensions at retirement for the employees who survive to that time.
Normal cost under this method is the level amount to be contributed for each year. When a
plan is established after the company has been in existence for some time, past service cost under
this method at the plan’s inception date is theoretically the amount of the fund that would have
been accumulated had annual contributions equal to the normal cost been made in prior years.
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In theory, the entry age normal method is applied on an individual basis. It may be applied,
however, on an aggregate basis, in which case separate amounts are not determined for individual
employees. Further variations in practice often encountered are (1) the use of an average entry
age, (2) the use, particularly when benefits are based on employees’ earnings, of a level percen
tage of payroll in determining annual payments and (3) the computation of past service cost as the
difference between the present value of employees’ projected benefits and the present value of the
employer’s projected normal cost contributions. In some plans, the normal cost contribution rate
may be based on a stated amount per employee. In other plans the normal cost contribution itself
may be stated as a flat amount.
In valuations for years other than the initial year the past service cost may be frozen (that is,
the unfunded amount of such cost is changed only to recognize payments and the effect of in
terest). Accordingly, actuarial gains and losses are spread into the future, entering into the
normal cost for future years. If past service cost is not frozen, the unfunded amount includes the
effects of actuarial gains and losses realized prior to the date of the valuation being made.
The annual contribution under the entry age normal method ordinarily comprises (1) the
normal cost and (2) an amount for past service cost. The latter may comprise only an amount
equivalent to interest on the unfunded balance or may also include an amount intended to reduce
the unfunded balance.
The entry age normal method is often used with trusteed plans and deposit administration
contracts.
b. Individual level premium method. The individual level premium method assigns the cost
of each employee’s pension in level annual amounts, or as a level percentage of the employee’s
compensation, over the period from the inception date of a plan (or the date of his entry into the
plan, if later) to his retirement date. Thus, past service cost is not determined separately but is
included in normal cost.
The most common use of the individual level premium method is with funding by individual
insurance or annuity policies. It may be used, however, with trusteed plans and deposit admini
stration contracts.
In plans using individual annuity policies, the employer is protected against actuarial losses,
since premiums paid are not ordinarily subject to retroactive increases. The insurance company
may, however, pass part of any actuarial gains along to the employer by means of dividends.
Employee turnover may be another source of actuarial gains under such insured plans, since all or
part of the cash surrender values of policies previously purchased for employees leaving the
employer for reasons other than retirement may revert to the company (or to the trust). Div
idends and cash surrender values are ordinarily used to reduce the premiums payable for the next
period.
The individual level premium method generates annual costs which are initially very high and
which ultimately drop to the level of the normal cost determined under the entry age normal
method. The high initial cost arise because the past service cost (although not separately iden
tified) for employees near retirement when the plan is adopted is in effect amortized over a very
short period.
c. Aggregate method. The aggregate method applies on a collective basis the principle fol
lowed for individuals in the individual level premium method. That is, the entire unfunded cost of
future pension benefits (including benefits to be paid to employees who have retired as of the date
of the valuation) is spread over the average future service lives of employees who are active as of
the date of the valuation. In most cases this is done by the use of a percentage of payroll.
The aggregate method does not deal separately with past service cost (but includes such cost
in normal cost). Actuarial gains and losses enter into the determination of the contribution rate
and, consequently, are spread over future periods.
Annual contributions under the aggregate method decrease, but the rate of decrease is less
extreme than under the individual level premium method. The aggregate cost method amortizes
past service cost (not separately identified) over the average future service lives of employees,
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thus avoiding the very short individual amortization periods of the individual level premium
method.
The aggregate method may be modified by introducing past service cost. If the past service
cost is determined by the entry age normal method, the modified aggregate method is the same as
the entry age normal method applied on the aggregate basis. If the past service cost is determined
by the unit credit method, the modified aggregate method is called the attained age normal
method (discussed below).
The aggregate method is used principally with trusteed plans and deposit administration
contracts.
d.
Attained age normal method. The attained age normal method is a variant of the aggre
gate method or individual level premium method in which past service cost, determined under the
unit credit method, is recognized separately. The cost of each employee’s benefits assigned to
years after the inception of the plan is spread over the employee’s future service life. Normal cost
contributions under the attained age normal method, usually determined as a percentage of
payroll, tend to decline but less markedly than under the aggregate method or the individual level
premium method.
As with the unit credit and entry age normal methods, the annual contribution for past
service cost may comprise only an amount equivalent to interest on the unfunded balance or may
also include an amount intended to reduce the unfunded balance.
The attained age normal method is used with trusteed plans and deposit administration
contracts.

Terminal Funding
Under terminal funding, funding for future benefit payments is made only at the end of an
employee’s period of active service. At that time the employer either purchases a single-premium
annuity which will provide the retirement benefit or makes an actuarially equivalent contribution
to a trust. (Note—This method is not acceptable for determining the provision for pension cost
under the accompanying Opinion.)
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APPENDIX B
GLOSSARY
Accrue (Accrual). When accrue (accrual) is used in accounting discussions in the accompanying
Opinion, it has the customary accounting meaning. When used in relation to actuarial terms or
procedures, however, the intended meaning differs somewhat. When actuaries say that pension
benefits, actuarial costs or actuarial liabilities have accrued, they ordinarily mean that the
amounts are associated, either specifically or by a process of allocation, with years of employee
service before the date of a particular valuation of a pension plan. Actuaries do not ordinarily
intend their use of the word accrue to have the more conclusive accounting significance.
Accrued Benefit Cost Method. An actuarial cost method. See Appendix A.
Actuarial Assumptions. Factors which actuaries use in tentatively resolving uncertainties con
cerning future events affecting pension cost; for example, mortality rate, employee turnover,
compensation levels, investment earnings, etc. See Appendix A.
Actuarial Cost Method. A particular technique used by actuaries for establishing the amount and
incidence of the annual actuarial cost of pension plan benefits, or benefits and expenses, and the
related actuarial liability. Sometimes called funding method. See Appendix A.
Actuarial Gains (Losses). The effects on actuarially calculated pension cost of (a) deviations
between actual prior experience and the actuarial assumptions used or (b) changes in actuarial
assumptions as to future events.
Actuarial Liability. The excess of the present value, as of the date of a pension plan valuation, of
prospective pension benefits and administrative expenses over the sum of (1) the amount in the
pension fund and (2) the present value of future contributions for normal cost determined by any
of several actuarial cost methods. (Sometimes referred to as unfunded actuarial liability.)
Actuarial Valuation. The process by which an actuary estimates the present value of benefits to
be paid under a pension plan and calculates the amounts of employer contributions or accounting
charges for pension cost. See Appendix A.
Actuarially Computed Value. See present value.
Actuarially Computed Value of Vested Benefits. See vested benefits.
Actuary. There are no statutory qualifications required for actuaries. Membership in the Ameri
can Academy of Actuaries, a comprehensive organization of the profession in the United States, is
generally considered to be acceptable evidence of professional qualification.
Aggregate Method. An actuarial cost method. See Appendix A.
Assumptions. See actuarial assumptions.
Attained Age Normal Method. An actuarial cost method. See Appendix A.
Benefits (Pension Benefits) (Retirement Benefits). The pensions and any other payments to
which employees or their beneficiaries may be entitled under a pension plan.
Contribute (Contribution). When used in connection with a pension plan, contribute ordinarily is
synonymous with pay.
Deferred Compensation Plan. An arrangement whereby specified portions of the employee’s
compensation are payable in the form of retirement benefits.
Deferred Profit-Sharing Plan. An arrangement whereby an employer provides for future re
tirement benefits for employees from specified portions of the earnings of the business; the
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benefits for each employee are usually the amounts which can be provided by accumulated
amounts specifically allocated to him.

Defined-Benefit Plan. A pension plan stating the benefits to be received by employees after
retirement, or the method of determining such benefits. The employer’s contributions under such
a plan are determined actuarially on the basis of the benefits expected to become payable.
Defined-Contribution Plan. A pension plan which (a) states the benefits to be received by
employees after retirement or the method of determining such benefits (as in the case of a
defined-benefit plan) and (b) accompanies a separate agreement that provides a formula for
calculating the employer’s contributions (for example, a fixed amount for each ton produced or for
each hour worked, or a fixed percentage of compensation). Initially, the benefits stated in the plan
are those which the contributions expected to be made by the employer can provide. If later the
contributions are found to be inadequate or excessive for the purpose of funding the stated
benefits on the basis originally contemplated, either the contributions or the benefits, or both,
may be subsequently adjusted. In one type of defined-contribution plan (money-purchase plan)
the employer’s contributions are determined for, and allocated with respect to, specific individu
als, usually as a percentage of compensation; the benefits for each employee are the amounts
which can be provided by the sums contributed for him.
Deposit Administration Contract. A funding instrument provided by an insurance company
under which amounts contributed by an employer are not identified with specific employees until
they retire. When an employee retires, the insurance company issues an annuity which will
provide the benefits stipulated in the pension plan and transfers the single premium for the
annuity from the employer’s accumulated contributions.
Entry Age Normal Method. An actuarial cost method. See Appendix A.
Fund. Used as a verb, fund means to pay over to a funding agency. Used as a noun, fund refers to
assets accumulated in the hands of a funding agency for the purpose of meeting retirement
benefits when they become due.
Funded. The portion of pension cost that has been paid to a funding agency is said to have been
funded.

Funding Agency. An organization or individual, such as a specific corporate or individual trustee
or an insurance company, which provides facilities for the accumulation of assets to be used for the
payment of benefits under a pension plan; an organization, such as a specific life insurance com
pany, which provides facilities for the purchase of such benefits.
Funding Method. See actuarial cost method.
Individual Level Premium Method. An actuarial cost method. See Appendix A.
Interest. The return earned or to be earned on funds invested or to be invested to provide for
future pension benefits. In calling the return interest, it is recognized that in addition to interest
on debt securities the earnings of a pension fund may include dividends on equity securities,
rentals on real estate, and realized and unrealized gains or (as offsets) losses on fund investments.
See Appendix A.
Mortality Rate. Death rate—the proportion of the number of deaths in a specified group to the
number living at the beginning of the period in which the deaths occur. Actuaries use mortality
tables, which show death rates for each age, in estimating the amount of future retirement
benefits which will become payable. See Appendix A.
Normal Cost. The annual cost assigned, under the actuarial cost method in use, to years sub
sequent to the inception of a pension plan or to a particular valuation date. See past service cost,
prior service cost.
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Past Service Cost. Pension cost assigned, under the actuarial cost method in use, to years prior to
the inception of a pension plan. See n o r m a l c o s t , p r i o r s e r v ic e c o s t.
Pay-As-You-Go. A method of recognizing pension cost only when benefits are paid to retired
employees. (Note—This is not an acceptable method for accounting purposes under the accom
panying Opinion.)
Pension Fund. See f u n d .
Present Value (Actuarially Computed Value). The current worth of an amount or series of
amounts payable or receivable in the future. P r e s e n t v a l u e is determined by discounting the
future amounts or amounts at a predetermined rate of interest. In pension plan valuations,
actuaries often combine arithmetic factors representing probability (e.g., mortality, withdrawal,
future compensation levels) with arithmetic factors representing discount (interest). Con
sequently, to actuaries, determining the present value of future pension benefits may mean
applying factors of both types.
Prior Service Cost. Pension cost assigned, under the actuarial cost method in use, to years prior
to the date of a particular actuarial valuation. P r i o r s e r v ic e c o s t includes any remaining past
service cost. See n o r m a l c o s t, p a s t s e r v ic e c o s t.
Projected Benefit Cost Method. A type of a c t u a r i a l

c o s t m e th o d .

See Appendix A.

Provision (Provide). An accounting term meaning a charge against income for an estimated
expense, such as pension cost.
Service. Employment taken into consideration under a pension plan. Years of employment before
the inception of a plan constitute an employee’s past service; years thereafter are classified in
relation to the particular actuarial valuation being made or discussed. Years of employment
(including past service) prior to the date of a particular valuation constitute prior service; years of
employment following the date of the valuation constitute future service.
Terminal Funding. An a c t u a r i a l c o s t m e th o d . See Appendix A. (Note—This is not an acceptable
for accounting purposes under the accompanying Opinion.)

a c t u a r i a l c o s t m e th o d

Trust Fund Plan. A pension plan for which the funding instrument is a trust agreement.
Turnover. Termination of employment for a reason other than death or retirement. See
d r a w a l , Appendix A.
Unit Credit Method. An
Valuation. See

a c t u a r i a l c o s t m e th o d .

a c tu a r ia l v a lu a tio n ,

w ith 

Appendix A.

Appendix A.

Vested Benefits. Benefits that are not contingent on the employee’s continuing in the service of
the employer. In some plans the payment of the benefits will begin only when the employee
reaches the normal retirement date; in other plans the payment of the benefits will begin when the
employee retires (which may be before or after the normal retirement date). The a c t u a r i a l l y
c o m p u te d v a l u e o f v e s te d b e n e fits , as used in this Opinion, represents the present value, at the
date of determination, of the sum of (a) the benefits expected to become payable to former
employees who have retired, or who have terminated service with vested rights, at the date of
determination; and (b) the benefits, based on service rendered prior to the date of determination,
expected to become payable at future dates to present employees, taking into account the proba
ble time that employees will retire, at the vesting percentages applicable at the date of determina
tion. The determination of vested benefits is not affected by other conditions, such as inadequacy
of the pension fund, which may prevent the employee from receiving the vested benefits.
Withdrawal. The removal of an employee from coverage under a pension plan for a reason other
than death or retirement. See tu r n o v e r .
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APPENDIX B
OPINIONS OF THE ACCOUNTING PRINCIPLES BOARD 25
ACCOUNTING FOR STOCK ISSUED TO EMPLOYEES
INTRODUCTION
Scope of Opinion
1. Many corporations have adopted various plans, contracts, and agreements to compensate
officers and other employees by issuing to them stock of the employer corporation. Under tradi
tional stock option and stock purchase plans an employer corporation grants options to purchase a
fixed number of shares of stock of the corporation at a stated price during a specified period or
grants rights to purchase shares of stock of the corporation at a stated price, often at a discount
from the market price of the stock at the date the rights are granted. Stock options and purchase
rights are normally granted for future services of employees. Accounting Research Bulletin No,
43, Chapter 13B, Compensation Involved in Stock Option and Stock Purchase Plans (1953),
contains the principles of accounting for those plans (Reproduced in Appendix B).
2. Among traditional plans not described in Chapter 13B of ARB No. 43 are plans in which an
employer corporation awards to employees shares of stock of the corporation for current or future
services. Some corporations have replaced or supplemented traditional plans with more complex
plans, contracts, and agreements for issuing stock. An arrangement may be based on variable
factors that depend on future events; for example, a corporation may award a variable number of
shares of stock or may grant a stock option with a variable option price. Other arrangements
combine the characteristics of two or more types of plans, and some give an employee an election.
3. Accounting for employee services received as consideration for stock issued is included in
an accounting research study1 on stockholders’ equity that is in process.
4. This Opinion deals with some aspects of accounting for stock issued to employees through
both noncompensatory and compensatory plans (a plan is any arrangement to issue stock to
officers and employees, as a group or individually). ARB No. 43, Chapter 13B, remains in effect
for traditional stock option and stock purchase plans except that the measure of compensation is
redefined in this Opinion. This Opinion recognizes certain practices that evolved after Chapter
13B of ARB No. 43 was adopted and applies the principles of that chapter to other plans in which
the number of shares of stock that may be acquired by or awarded to an employee and the option
or purchase price, if any, are known or determinable at the date of grant or award. It also specifies
the accounting for (a) plans in which either the number of shares of stock or the option or purchase
price depends on future events and (b) income tax benefits related to stock issued to employees
through stock option, purchase, and award plans. Appendix A to the Opinion illustrates measur
ing and accounting for compensation under typical plans.

Differing Views
5. Some accountants believe that compensation cost for all compensatory plans should be
recorded at the date of grant or not later than the date of exercise. They believe that past
1A ccounting research studies are not pronouncements of the Board or of the Institute but are published for the
purpose of stimulating discussion on important accounting matters.
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experience and outside evidence of values can overcome difficulties in measuring compensation.
Other accountants believe that compensation need not be recorded if any employee pays an
amount that is at least equal to the market price of the stock at the date of grant and that problems
in accounting for compensation plans pertain to plans in which the number of shares of stock or the
option or purchase price cannot be determined until after the date of grant or award. Still other
accountants, although they agree in principle with the first group, believe that progress will result
from specifying the accounting for plans with variable factors but leaving Chapter 13B of ARB
No. 43 in effect with modifications while the entire topic of accounting for compensation involving
stock is studied.
6.
Some accountants believe that a tax benefit attributable to compensation that is deductible
in computing taxable income but is not recorded as an expense of any period results from a
permanent difference. The benefit should therefore be recorded under paragraphs 33 and 34 of
APB Opinion No. 11, Accounting fo r Income Taxes, as a reduction of income tax expense for the
period that the benefit is received. Other accountants believe that the tax benefit results from
issuing stock and should be accounted for as an adjustment of capital in addition to par or stated
value of capital stock in accordance with paragraph 52 of APB Opinion No. 11.

OPINION
Noncompensatory Plans
7. Paragraphs 4 and 5 of Chapter 13B of ARB No. 43 describe stock option and stock
purchase plans that may not be intended primarily to compensate employees. An employer corpo
ration recognizes no compensation for services in computing consideration received for stock that
is issued through noncompensatory plans. The Board concludes that at least four characteristics
are essential in a noncompensatory plan: (a) substantially all full-time employees meeting limited
employment qualifications may participate (employees owning a specified percent of the outstand
ing stock and executives may be excluded), (b) stock is offered to eligible employees equally or
based on a uniform percentage of salary or wages (the plan may limit the number of shares of stock
that an employee may purchase through the plan), (c) the time permitted for exercise of an option
or purchase right is limited to a reasonable period, and (d) the discount from the market price of
the stock is no greater than would be reasonable in an offer of stock to stockholders or others. An
example of a noncompensatory plan is the “statutory” employee stock purchase plan that qualifies
under Section 423 of the Internal Revenue Code.

Compensatory Plans
8. Plans that do not possess the four characteristics of noncompensatory plans are classified
as compensatory plans. Since the major principles of Chapter 13B of ARB No. 43 are not changed,
classification as a compensatory plan does not necessarily require that compensation cost be
recognized.2
9. Services as Consideration for Stock Issued. The consideration that a corporation receives
for stock issued through a stock option, purchase, or award plan consists of cash or other assets, if
any, plus services received from the employee.
10. Measuring Compensation for Services. Compensation for services that a corporation
receives as consideration for stock issued through employee stock option, purchase, and award
plans should be measured by the quoted market price of the stock at the measurement date less
2All compensation arrangements involving stock, regardless of the name given, should be accounted for according to
their substance. For example, an arrangement in which the consideration for stock issued to an employee is a nonrecourse
note secured by the stock issued may be in substance the same as the grant of a stock option and should be accounted for
accordingly. The note should be classified as a reduction of stockholders’ equity rather than as an asset.
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the amount, if any, that the employee is required to pay. That is the principle in Chapter 13B of
ARB No. 43 with two modifications: (a) the meaning of fair value of stock for compensatory plans
is narrowed and (b) the measurement date for plans with a variable number of shares of stock or a
variable option or purchase price is different.
a.

b.

is substituted for f a i r v a lu e . The Board acknowledges the conclu
sion in Chapter 13B that “market quotations at a given date are not necessarily conclu
sive evidence” of fair value of shares of stock but concludes that, for purposes of this
Opinion, the unadjusted quoted market price of a share of stock of the same class that
trades freely in an established market should be used in measuring compensation. An
employee’s right to acquire or receive shares of stock is presumed to have a value, and
that value stems basically from the value of the stock to be received under the right.
However, the value of the right is also affected by various other factors, some of which
tend to diminish its value and some of which tend to enhance it. Those opposing factors
include a known future purchase price (or no payment), restrictions on the employee’s
right to receive stock, absence of commissions on acquisition, different risks as compared
with those of a stockholder, tax consequences to the employee, and restrictions on the
employee’s ability to transfer stock issued under the right. The effects of the opposing
factors are difficult to measure, and a practical solution is to rely on quoted market price
to measure compensation cost related to issuing both restricted (or letter) and unre
stricted stock through stock option, purchase, or award plans. If a quoted market price
is unavailable, the best estimate of the market value of the stock should be used to
measure compensation.
T h e m e a s u r e m e n t d a te for determining compensation cost in stock option, purchase, and
award plans is the first date on which are known both (1) the number of shares that an
individual employee is entitled to receive and (2) the option or purchase price, if any.
That date for many or most plans is the date an option or purchase right is granted or
stock is awarded to an individual employee and is therefore unchanged from Chapter
13B of ARB No. 43. However, the measurement date may be later than the date of grant
or award in plans with variable terms that depend on events after date of grant or
award.
Q u o te d m a r k e t p r i c e

Thus a corporation recognizes compensation cost for stock issued through compensatory
plans unless the employee pays an amount that is at least equal to the quoted market price of the
stock of the measurement date.
11.
A p p l y i n g th e m e a s u r e m e n t p r i n c i p a l —The following supplements paragraph 10 for spe
cial situations in some plans.
a. Measuring compensation by the cost of an employer corporation of reacquired (treasury)
stock that is distributed through a stock option, purchase, or award plan is not accepta
ble practice. The only exception is that compensation cost under a plan with all the
provisions described in paragraph 11(c) may be measured by the cost of stock that the
corporation (1) reacquires during the fiscal period for which the stock is to be awarded
and (2) awards shortly thereafter to employees for services during that period.
b. The measurement date is not changed from the grant or award date to a later date solely
by provisions that termination of employment reduces the number of shares of stock that
may be issued to an employee.
c. The measurement date of an award of stock for current service may be the end of the
fiscal period, which is normally the effective date of the award, instead of the date that
the award to an employee is determined if (1) the award is provided for by the terms of
an established formal plan, (2) the plan designates the factors that determine the total
dollar amount of awards to employees for the period (for example, a percent of income),
although the total amount or the individual awards may not be known at the end of the
period, and (3) the award pertains to current service of the employee for the period.
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d. Renewing a stock option or purchase right or extending its period establishes a new
measurement date as if the right were newly granted.
e. Transferring stock or assets to a trustee, agent, or other third party for distribution of
stock to employees under the terms of an option, purchase, or award plan does not
change the measurement date from a later date to the date of transfer unless the terms
of the transfer provide that the stock (1) will not revert to the corporation, (2) will not be
granted or awarded later to the same employee on terms different from or for services
other than those specified in the original grant or award, and (3) will not be granted or
awarded later to another employee.
f. The measurement date for a grant or award of convertible stock (or stock that is other
wise exchangeable for other securities of the corporation) is the date on which the ratio
of conversion (or exchange) is known unless other terms are variable at that date (para
graph 10b). The higher of the quoted market price at the measurement date of (1) the
convertible stock granted or awarded or (2) the securities into which the original grant
or award is convertible should be used to measure compensation.
g. Cash paid to an employee to settle an earlier award of stock or to settle a grant of option
to the employee should measure compensation cost. If the cash payment differs from the
earlier measure of the award of stock or grant of option, compensation cost should be
adjusted (paragraph 15). The amount that a corporation pays to an employee to purchase
stock previously issued to the employee through a compensation plan is “cash paid to an
employee to settle an earlier award of stock or to settle a grant of option” if stock is
reacquired shortly after issuance. Cash proceeds that a corporation receives from sale of
awarded stock or stock issued on exercise of an option and remits to the taxing au
thorities to cover required withholding of income taxes on an award is not “cash paid to
an employee to settle an earlier award of stock or to settle a grant of option” in measur
ing compensation cost.
h. Some plans are a combination of two or more types of plans. An employer corporation
may need to measure compensation for the separate parts. Compensation cost for a
combination plan permitting an employee to elect one part should be measured according
to the terms that an employee is most likely to elect based on the facts available each
period.
12. Accruing Compensation Cost. Compensation cost in stock option, purchase, and award
plans should be recognized as an expense of one or more periods in which an employee performs
services and also as part or all of the consideration received for stock issued to the employee
through a plan. The grant or award may specify the period or periods during which the employee
performs services, or the period or periods may be inferred from the terms or from the past
pattern of grants or awards (ARB No. 43, Chapter 13B, paragraph 14; APB Opinion No. 12,
Omnibus Opinion-1967, paragraph 6).
13. An employee may perform services in several periods before an employer corporation
issues stock to him for those services. The employer corporation should accrue compensation
expense in each period in which the services are performed. If the measurement date is later than
the date of grant or award, an employer corporation should record the compensation expense each
period from date of grant or award to date of measurement based on the quoted market price of
the stock at the end of each period.
14. If stock is issued in a plan before some or all of the services are performed,3 part of the
consideration recorded for the stock issued is unearned compensation and should be shown as a
separate reduction of stockholders’ equity. The unearned compensation should be accounted for as
expense of the period or periods in which the employee performs service.
3State law governs the issuance of a corporation’s stock including the acceptability of issuing stock for future services.

100

15. Accruing compensation expense may require estimates, and adjustment of those esti
mates in later periods may be necessary (APB Opinion No. 20, A c c o u n tin g C h a n g e s , paragraphs
31 to 33). For example, if a stock option is not exercised (or awarded stock is returned to the
corporation) because an employee fails to fulfill an obligation, the estimate of compensation ex
pense recorded in previous periods should be adjusted by decreasing compensation expense in the
period of forfeiture.
16. A c c o u n tin g f o r I n c o m e T a x B e n e f its . An employer corporation may obtain an income tax
benefit related to stock issued to an employee through a stock option, purchase, or award plan. A
corporation is usually entitled to a deduction for income tax purposes of the amount that an
employee reports as ordinary income, and the deduction is allowable to the corporatoin in the year
in which the amount is includable in the gross income of the employee. Thus, a deduction for
income tax purposes may differ from the related compensation expense that the corporation
recognizes,4 and the deduction may be allowable in a period that differs from the one in which the
corporation recognizes compensation expense in measuring net income.
17. An employer corporation should reduce income tax expense for a period by no more of a
tax reduction under a stock option, purchase, or award plan than the proportion of the tax
reduction that is related to the compensation expense for the period. Compensation expenses that
are deductible in a tax return in a period different from the one in which they are reported as
expenses in measuring net income are timing differences (APB Opinion No. 11, paragraphs 34 to
37), and deferred taxes should be recorded. The remainder of the tax reduction, if any, is related
to an amount that is deductible for income tax purposes but does not affect net income. The
remainder of the tax reduction should not be included in income but should be added to capital in
addition to par or stated value of capital stock in the period of the tax reduction. Conversely, a tax
reduction may be less than if recorded compensation expenses were deductible for income tax
purposes. If so, the corporation may deduct the difference from additional capital in the period of
the tax reduction to the extent that tax reductions under the same or similar compensatory stock
option, purchase, or award plans have been included in additional capital.
18. A corporation may, either by cash payment or otherwise—for example, by allowing a
reduction in the purchase price of stock—reimburse an employee for his action related to a stock
option, purchase, or award plan that results in a reduction of income taxes of the corporation. The
corporation should include the reimbursement in income as an expense.
19. D is c lo s u r e . ARB No. 43, Chapter 13B, specifies in paragraph 15 the disclosures related
to stock option and stock purchase plans that should be made in financial statements.5

EFFECTIVE DATE
20. This Opinion applies to all stock option, purchase, award, and bonus rights granted by an
employer corporation to an individual employee after December 31, 1972 under both existing and
new arrangements and to reductions of income taxes resulting from deductions as of a date after
December 31, 1972 that are related to stock option, purchase, award, and bonus rights granted
before as well as after the effective date of this Opinion.
T h e O p in io n e n t i t l e d “A c c o u n tin g f o r S to c k I s s u e d to E m p l o y e e s ” w a s a d o p te d b y th e
a s s e n tin g v o te s o f f i f t e e n m e m b e r s o f th e B o a r d , o f w h o m s ix , M e s s r s . C u m m in g s ,
F e r s t, H a y e s , H o r n g r e n , N o r r , a n d W a t t a s s e n te d w ith q u a lif ic a tio n . M e s s r s . B o w s ,
G e lle in a n d H a l v o r s o n d is s e n te d .

4A corporation may be entitled to a deduction for income tax purposes even though it recognizes no compensation
expense in measuring net income.
5Other disclosure requirements are in Regulation S-X for financial statements filed with the Securities and Exchange
Commission and in listing agreements of the stock exchanges for financial statements included in annual reports to
stockholders.
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Messrs. Cummings, Ferst and Watt assent to the issuance of this Opinion because it improves
the accounting principles applicable to the measurement of compensation costs relating to some
plans which have come into widespread use subsequent to the issuance of ARB No. 43, Chapter
13B. However, they disagree with the conclusion in paragraph 17 that the tax effects of a perma
nent difference (as defined in APB Opinion No. 11) in the amount of compensation expense
recorded in the financial statements, if any, and the amount allowable for income tax purposes
should be added to capital in addition to par or stated value of capital stock. The permanent
difference arises as a result of the determination of compensation expense under generally ac
cepted accounting principles in a manner differing from the determination of compensation ex
pense by the taxing authorities. The tax effect of such difference is related, therefore, to an item
affecting the determination of income and not to the amount of an employee’s investment in the
stock of the employer corporation. Accordingly, the tax effect should be reflected as a reduction of
income tax expense.
Mr. Cummings also observes that the conclusions in paragraph 17 are inconsistent with those
in paragraph 30 of APB Opinion No. 17 which proscribes allocation of income taxes as to the
amortization of nondeductible intangible assets even though such intangible assets may have been
acquired through issuance of stock.
Mr. Hayes assents to the publication of this Opinion because he believes it will serve to clarify
and promote consistency in accounting for stock compensation arrangements not explicitly cov
ered by previous pronouncements, including arrangements which have evolved in recent years.
However, he disagrees with certain conclusions in paragraph 10. He disagrees with the conclusion
in paragraph 10(b) that compensation under certain types of plans should be measured at a date
subsequent to the date an option or purchase right is granted or shares are awarded. He believes
that the date of grant or award is the appropriate date for purposes of measuring compensation
costs even though the number of shares that may be issued or the purchase price is not known at
that time. Further, in his view, the measure of compensation resulting from issuance of a stock
right should approximate the value of the right at the date it is conferred, and the effects of events
or conditions subsequent to such date, including fluctuations in the value of optioned or awarded
shares, should not affect compensation cost and, hence, an employer’s net income.
Messrs. Ferst, Hayes and Watt disagree with the conclusion in paragraph 10(a) that the
unadjusted quoted market price of a share of stock of the same class that trades freely in an
established market should be used in measuring compensation in all arrangements where stock is
issued to employees. They believe that a discount for the inability to trade restricted (or letter)
stock is appropriate when employee rights or obligations which might affect the value of the stock
are not present, for example, if at the date of issuance the employee has met all conditions of the
award, including any obligations to perform services.
Mr. Horngren assents to the issuance of this Opinion because in his view it represents a step
toward the desirable objective of attempting to measure all compensation costs. He believes that
in all compensation plans the appropriate measure of the compensation is the value of the benefit
at the time of its award. Whether the compensation has fixed or contingent terms should not cloud
the basic objective of valuation at date of grant. Although he recognizes the difficulties of mea
surement, he disagrees with the valuation model in paragraph 10(b), which (1) frequently provides
a measurement of zero for a fixed option at date of grant, and which (2) for some other option and
award plans, provides a measurement dependent on changes in market values subsequent to the
date of grant or award.
Mr. Norr assents to the publication of this Opinion but qualifies his assent because he believes
that non-compensatory plans of paragraph 7 involve measurable value. He also believes that stock
options where employees pay an amount equal to the quoted market at the measurement date are
valuable privileges involving compensation costs in contrast to the position taken in the first
sentence of paragraph 10. He believes that the measurement date of paragraph 10 should not be
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the grant date but rather the exercise date. He also believes that there should be no exception in
paragraph 11(a) for Treasury stock purchases.
Mr. Bows dissents from this Opinion because in his view compensation costs of a company’s
stock option, bonus, or award plan should be measured at the grant or award date and not be
altered by later developments (such as changing market prices for the company’s stock) arising
after the option, bonus, or award is granted. While subsequent market action (or some other
variable) may affect the later value of the grant to the officer or employee, such developments
provide no basis for altering the compensation cost incurred at the time the grant or award is
made. Therefore, the conclusion of paragraphs 10(b) and 13 are inappropriate. Mr. Bows also
believes the Opinion is inequitable because grants made under many plans will not result in
recognition of compensation costs under this Opinion even though such grants convey valuable
rights to officers and employees at the date of grant. The conclusions of paragraph 10 permit the
value of those rights to escape measurement as compensation costs, while the cost of other rights
must be recognized under the Opinion. He also believes that techniques are available to develop
the information needed to estimate the value of all rights.
Mr. Gellein dissents from the Opinion because in his view compensation generally should be
measured by the fair value of that which is given in exchange for services at the time it is given.
He believes therefore that in any compensation plan where an option to acquire stock is awarded
or other benefit is granted, the appropriate measure of the compensation is the value of the
benefit (in the case of an option, the value of the call on the company’s stock) at the time it is
awarded. The periods in which this compensation should be recognized as an expense are the ones
in which the employee services are rendered. Mr. Gellein recognizes that there are problems to be
resolved in connection with the measurement of the value of stock options, but he believes that
they can be resolved satisfactorily without undue delay. He recognizes, too, that the options
granted and benefits given in certain rather recently adopted plans have value considerably in
excess of that of conventional stock option plans, and believes that compensation commensurate
with these values should be charged to income. He believes it inappropriate, however, to measure
the compensation on the basis of changes in market value after the awards are made, as provided
in paragraphs 10 and 13.
Mr. Halvorson believes that the Board is acting prematurely on a subject that presumably is
being explored more comprehensively in an accounting research study now in progress and that
the alleged abuses in accounting for stock compensation which the Opinion seeks to correct have
been emphasized out of proportion to their real significance because of the abiding human concern
and curiosity about executive compensation, which is a very different thing from the usually
relatively immaterial accounting effect of the alleged abuses on results of operations and financial
position. In respect of some specific aspects of the Opinion, Mr. Halvorson believes (1) that a
convincing case cannot be made for the proposition that quoted market price is a fair measure of
the value of stock issued subject to restrictions on the employee’s privilege of selling or transfer
ring the stock, despite the acknowledged existence of various factors which may or may not offset
the difference in values (The resort to “best estimate” in the Opinion for situations in which a
quoted market price is unobtainable suggests that similar “best estimates” could be obtained for
restricted shares.); (2) that the unearned compensation evidenced by stock issued before services
are performed should appropriately be reported as a prepaid expense as opposed to the recom
mended reporting as a reduction of stockholders’ equity; and (3) that any difference between
compensation deductible in the computation of taxable income and the corresponding charge, if
any, in determining book income is a permanent difference and that the resultant tax benefit
should therefore be included as a component of income in conformity with the requirements of
Opinion No. 11, not as a component of paid-in capital.
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ples Board is usually impracticable. The substance of transactions and the principles, guides,
rules, and criteria described in Opinions should control the accounting fo r transactions not
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Rule 203 of the Institute’s Rules of Conduct prohibits a member from expressing his opinion
that financial statements are presented in conformity with generally accepted accounting princi
ples if the statements depart in a material respect from such principles unless he can demonstrate
that due to unusual circumstances application of the principles would result in misleading
statements—in which case his report must describe the departure, its approximate effects, if
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APPENDIX A
Measuring and Accounting for
Compensation Under Typical Plans
(For Illustration Only)
21. Corporations issue stock to officers and other employees through plans with a variety of
names and a multiplicity of terms. Plans in which employees pay cash, either directly or through
payroll withholding, as all or a significant part of the consideration for stock they receive, are
commonly designated by names such as stock option, stock purchase, or stock thrift or savings
plans. Plans in which employees receive stock for current or future services without paying cash
(or with a nominal payment) are commonly designated by names such as stock bonus or stock award
plans. Stock bonus and award plans are invariably compensatory. Stock thrift and savings plans
are compensatory to the extent of contributions of an employer corporation. Stock option and
purchase plans may be either compensatory or noncompensatory. The combination of terms in
some plans tend to make various types of plans shade into one another, and an assigned name may
not describe the nature of a plan.
22. This appendix is organized according to the most vital distinction in the Opinion—
compensatory plans are divided between plans in which the cost of compensation is measured at
the date of grant or award and those in which the cost of compensation depends on events after the
date of grant or award. Combination plans are described briefly in a final section.

Compensation Cost Measured
at Date of Grant or Award
23. A c c o u n tin g . Total compensation cost is measured by the difference between the quoted
market price of the stock at the date of grant or award and the price, if any, to be paid by an
employee and is recognized as expense over the period the employee performs related services.
The sum of compensation and cash paid by the employee is the consideration received for the stock
issued. Compensation cost related to an award of stock may be adjusted for a later cash settlement
(paragraph 11(g)).
24. T y p i c a l P l a n s w i t h F ix e d a n d D e te r m in a b le T e r m s . The characteristic that identifies
plans in this group is that the terms fix and provide means for determining at the date of grant or
award both the number of shares of stock that may be acquired by or awarded to an employee and
the cash, if any, to be paid by the employee. Plans usually presume or provide that the employee
perform current or future services. The right to transfer stock received is sometimes restricted
for a specified period.
25. S to c k o p tio n a n d s to c k p u r c h a s e p l a n s —Typical terms provide for an employer corpora
tion to grant to an employee the right to purchase a fixed number of shares of stock of the
employer corporation at a stated price during a specified period.
26. S to c k b o n u s o r a w a r d p l a n s —Typical terms provide for an employer corporation to
award to an employee a fixed number of shares of stock of the employer corporation without a cash
payment (or with a nominal cash payment) by the employee. Often the award is specified as a fixed
dollar amount but is distributable in stock with the number of shares determined by the quoted
market price of the stock at the date of award, the effective date of award (paragraph 11 (c)), or
the date treasury stock is acquired (paragraph 11(a)).
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Compensation Cost Measured at
Other Than Date of Grant or Award
27. A c c o u n tin g . Compensation cost is accounted for the same as for plans in the first group
with one exception. The quoted market price used in the measurement is not the price at date of
grant or award but the price at the date on which both the number of shares of stock that may be
acquired by or awarded to an individual employee and the option or purchase price are known.
Total compensation cost is measured by the difference between that quoted market price of the
stock and the amount, if any, to be paid by an employee and is recognized as expense over the
period the employee performs related services. The sum of compensation and cash paid by the
employee is the consideration received for the stock issued. Compensation cost related to an
award of stock may be adjusted for a later cash settlement (paragraph 11(g)).
28. Estimates of compensation cost are recorded before the measurement date based on the
quoted market price of the stock at intervening dates. Recorded compensation expense between
the date of grant or award and the measurement date may either increase or decrease because
changes in quoted market price of the stock require recomputations of the estimated compensa
tion cost.
29. T y p i c a l P l a n s w ith V a r ia b le T e r m s . The characteristic that identifies plans in this group
is that the terms prevent determining at the date of grant or award either the number of shares of
stock that may be acquired by or awarded to an employee or the price to be paid by the employee,
or both. The indeterminate factors usually depend on events that are not known or determinable
at the date of grant or award. Plans usually presume or provide that the employee perform
current or future services. The right to transfer stock received is sometimes restricted for a
specified period.
30. S to c k o p tio n a n d s to c k p u r c h a s e p l a n s —Some terms provide for an employer corporation
to grant to an employee the right to purchase shares of stock of the employer corporation during a
specified period. The number of shares of stock, the option or purchase price, or both may vary
depending on various factors during a specified period, such as market performance of the stock,
equivalents of dividends distributed, or level of earnings of the employer corporation.
31. S to c k b o n u s o r a w a r d p l a n s —Some terms provide for an employer corporation to award
to an employee the right to receive shares of stock of the employer corporation but the number of
shares is not determinable at the date of award. Often the award is specified as a fixed dollar
amount but is distributable in stock with the number of shares of stock determined by the market
price of the stock at the date distributed, or the award may be of an undesignated number of
shares of stock and that number is to be determined by variable factors during a specified period.
32. The terms of some plans, often called p h a n t o m s to c k or s h a d o w s to c k plans, base the
obligations for compensation on increases in market price of or dividends distributed on a specified
or variable number of shares of stock of the employer corporation but provide for settlement of the
obligation to the employee in cash, in stock of the employer corporation, or a combination of cash
and stock.

Combination and Elective Plans
33. A c c o u n tin g . In general, compensation is measured for the separate part of combination
or elective plans. Compensation expense is the sum of the parts that apply. An employer corpora
tion may need to measure compensation at various dates as the terms of separate parts become
known. For example, if an employee is entitled to dividend equivalents, compensation cost is the
sum of the costs measured at the dates the dividends are credited to the employee in accordance
with the terms of the plan. If an employee may choose between alternatives, compensation
expense is accrued for the alternative that the employee is most likely to elect based on the facts
available at the date of accrual.
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34.
T y p i c a l C o m b in a tio n a n d E l e c t i v e P l a n s . Some plans provide for an employer corpora
tion to grant or award to an employee rights with more than one set of terms. Often an employee
may elect the right to be exercised. The combination of rights may be granted or awarded
simultaneously or an employee who holds a right may subsequently be granted or awarded a
second but different right. The rights may run concurrently or for different periods. An illustra
tion is: an employee holding an option to purchase a fixed number of shares of stock at a fixed price
during a specified period is granted an alternative option to purchase the same number of shares
at a different price or during a different specified period. Instead of a second option, the award
may be the right to elect to receive cash or shares of stock without paying cash. Often the election
to acquire or receive stock under either right decreases the other right. Plans combining rights
are often called t a n d e m s to c k or a l t e r n a t e s to c k plans; the second right may be of the type that is
sometimes called a p h a n t o m s to c k plan.
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APPENDIX B
Reprint of
Accounting Research Bulletin No. 43, Chapter 13, Compensation
Section B—Compensation Involved in Stock Option
and Stock Purchase Plans
1. The practice of granting to officers and other employees options to purchase or rights to
subscribe for shares of a corporation’s capital stock has been followed by a considerable number of
corporations over a period of many years. To the extent that such options and rights involve a
measurable amount of compensation, this cost of services received should be accounted for as
such. The amount of compensation involved may be substantial and omission of such costs from
the corporation’s accounting may result in overstatement of net income to a significant degree.
Accordingly, consideration is given herein to the accounting treatment of compensation rep
resented by stock options or purchase rights granted to officers and other employees.1
2. For convenience, this section will discuss primarily the problems of compensation raised
by stock option plans. However, the committee feels that substantially the same problems may be
encountered in connection with stock purchase plans made available to employees, and the discus
sion below is applicable to such plans also.

RIGHTS INVOLVING COMPENSATION
3. Stock options involving an element of compensation usually arise out of an offer or agree
ment by an employer corporation to issue shares of its capital stock to one or more officers or other
employees (hereinafter referred to as grantees) at a stated price. The grantees are accorded the
right to require issuance of the shares either at a specified time or during some determinable
period. In some cases the grantee’s options are exercisable only if at the time of exercise certain
conditions exist, such as that the grantee is then or until a specified date has been an employee. In
other cases, the grantees may have undertaken certain obligations, such as to remain in the
employment of the corporation for at least a specified period, or to take the shares only for
investment purposes and not for resale.

RIGHTS NOT INVOLVING COMPENSATION
4. Stock option plans in many cases may be intended not primarily as a special form of
compensation but rather as an important means of raising capital, or as an inducement to obtain
greater or more widespread ownership of the corporation’s stock among its officers and other
employees. In general, the terms under which such options are granted, including any conditions
as to exercise of the options or disposal of the stock acquired, are the most significant evidence
ordinarily available as to the nature and purpose of a particular stock option or stock option plan.
In practice, it is often apparent that a particular option or plan involves elements of two or more of
the above purposes. Where the inducements are not larger per share than would reasonably be
1Bulletin 37. “Accounting for Compensation in the Form of Stock Options,” was issued in November, 1948. Issuance of
a revised bulletin in 1958 and its expansion to include stock purchase plans were prompted by the very considerable
increase in the use of certain types of option and purchase plans following the enactment in 1950 of Section 130A of the
Internal Revenue Code. This section granted specialized tax treatment to employee stock options if certain requirements
were met as to the terms of the option, as to the circumstances under which the option was granted and could be exercised
and as to the holding and disposal of the stock acquired thereunder. In general, the effect of Section 130A is to
eliminate or minimize the amount of income taxable to the employee as compensation and to deny to the issuing corporation
any tax deduction in respect of such restricted options. In 1951, the Federal Salary Stabilization Board issued rules and
regulations relating to stock options and purchase rights granted to employees whereby options generally comparable in
nature to the restricted stock options specified in Section 130A might be considered for its purposes not to involve
compensation, or to involve compensation only in limited amounts.
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required in an offer of shares to all shareholders for the purpose of raising an equivalent amount of
capital, no compensation need be presumed to be involved.
5.
Stock purchase plans also are frequently an integral part of a corporation’s program to
secure equity capital or to obtain widespread ownership among employees, or both. In such
cases, no element of compensation need be considered to be present if the purchase price is not
lower than is reasonably required to interest employees generally or to secure the contemplated
funds.

TIME OF MEASUREMENT OF COMPENSATION
6. In the case of stock options involving compensation, the principal problem is the measure
ment of the compensation. This problem involves selection of the date as of which measurement of
any element of compensation is to be made and the manner of measurement. The date as of which
measurement is made is of critical importance since the fair value of the shares under option may
vary materially in the often extended period during which the option is outstanding. There may be
at least six dates to be considered for this purpose: (a) the date of the adoption of an option plan,
(b) the date on which an option is granted to a specific individual, (c) the date on which the grantee
has performed any conditions precedent to exercise of the option, (d) the date on which the
grantee may first exercise the option, (e) the date on which the option is exercised by the grantee,
and (f) the date on which the grantee disposes of the stock acquired.
7. Of the six dates mentioned two are not relevant to the question considered in this
bulletin—cost to the corporation which is granting the option. The date of adoption of an option
plan clearly has no relevance, inasmuch as the plan per se constitutes no more than a proposed
course of action which is ineffective until options are granted thereunder. The date on which a
grantee disposes of the shares acquired under an option is equally immaterial since this date will
depend on the desires of the individual as a shareholder and bears no necessary relation to the
services performed.2
8. The date on which the option is exercised has been advocated as the date on which a cost
may be said to have been incurred. Use of this date is supported by the argument that only then
will it be known whether or not the option will be exercised. However, beginning with the time at
which the grantee may first exercise the option he is in effect speculating for his own account. His
delay has no discernible relation to his status as an employee but reflects only his judgment as an
investor.
9. The date on which the grantee may first exercise the option will generally coincide with,
but in some cases may follow, the date on which the grantee will have performed any conditions
precedent to exercise of the option. Accordingly this date presents no special problems differing
from those to be discussed in the next paragraph.
10. There remain to be considered the date on which an option is granted to a specific
individual and the date on which the grantee has fulfilled any conditions precedent to exercise of
the option. When compensation is paid in a form other than cash the amount of compensation is
ordinarily determined by the fair value of the property which was agreed to be given in exchange
for the services to be rendered. The time at which such fair value is to be determined may be
subject to some difference of opinion but it appears that the date on which the option is granted to
a specific individual would be the appropriate point at which to evaluate the cost to the employer,
since it was the value at that date which the employer may be presumed to have had in mind. In
most of the cases under discussion, moreover, the only important contingency involved is the
continuance of the grantee in the employment of the corporation, a matter very largely within the
control of the grantee and usually the main objective of the grantor. Under such circumstances it
may be assumed that if the stock option were granted as a part of an employment contract, both
2This is the date on which income or gain taxable to the grantee may arise under Section 130A. Use of this date for tax
purposes is doubtless based on considerations as to the ability of the optionee to pay taxes prior to sale of the shares.
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parties had in mind a valuation of the option at the date of the contract; and accordingly, value at
that date should be used as the amount to be accounted for as compensation. If the option were
granted as a form of supplementary compensation otherwise than as an integral part of an
employment contract, the grantor is nevertheless governed in determining the option price and
the number of shares by conditions then existing. It follows that it is the value of the option at that
time, rather than the grantee’s ultimate gain or loss on the transaction, which for accounting
purposes constitutes whatever compensation the grantor intends to pay. The committee therefore
concludes that in most cases, including situations where the right to exercise is conditional upon
continued employment, valuation should be made of the option as of the date of grant.
11. The date of grant also represents the date on which the corporation foregoes the principal
alternative use of the shares which it places subject to option, i.e., the sale of such shares at the
then prevailing market price. Viewed in this light, the cost of utilizing the shares for purposes of
the option plan can best be measured in relation to what could then have been obtained through
sale of such shares in the open market. However, the fact that the grantor might, as events turned
out, have obtained at some later date either more or less for the shares in question than at the date
of the grant does not bear upon the measurement of the compensation which can be said to have
been in contemplation of the parties at the date the option was granted.

MANNER OF MEASUREMENT
12. Freely exercisable option rights, even at prices above the current market price of the
shares, have been traded in the public markets for many years, but there is no such objective
means for measuring the value of an option which is not transferable and is subject to such other
restrictions as are usually present in options of the nature here under discussion. Although there
is, from the standpoint of the grantee, a value inherent in a restricted future right to purchase
shares at a price at or even above the fair value of shares at the grant date, the committee believes
it is impracticable to measure any such value. As to the grantee any positive element may, for
practical purposes, be deemed to be largely or wholly offset by the negative effect of the restric
tions ordinarily present in options of the type under discussion. From the viewpoint of the grantor
corporation no measurable cost can be said to have been incurred because it could not at the grant
date have realized more than the fa ir value of the optioned shares, the concept of fair value as
here used encompassing the possibility and prospect of future developments. On the other hand, it
follows in the opinion of the committee that the value to the grantee and the related cost to the
corporation of a restricted right to purchase shares at a price below the fair value of the shares at
the grant date may for the purposes here under discussion be taken as the excess of the then fair
value of the shares over the option price.
13. While market quotations of shares are an important and often a principal factor in deter
mining the fair value of shares, market quotations at a given date are not necessarily conclusive
evidence.3 Where significant market quotations cannot be obtained, other recognized methods of
valuation have to be used. Furthermore, in determining the fair value of shares for the purpose of
measuring the cost incurred by a corporation in the issuance of an option, it is appropriate to take
into consideration such modifying factors as the range of quotations over a reasonable period and
the fact that the corporation by selling shares pursuant to an option may avoid some or all of the
expenses otherwise incurred in a sale of shares. The absence of a ready market, as in the case of
shares of closely-held corporations, should also be taken into account and may require the use of
other means of arriving at fair value than by reference to an occasional market quotation or sale of
the security.

3Whether treasury or unissued shares are to be used to fulfill the obligation is not material to a determination of value.
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OTHER CONSIDERATIONS
14. If the period for which payment for services is being made by the issuance of the stock
option is not specifically indicated in the offer or agreement, the value of the option should be
apportioned over the period of service for which the payment of the compensation seems appro
priate in the existing circumstances. Accrual of the compensation over the period selected should
be made by means of charges against the income account. Upon exercise of an option the sum of
the cash received and the amount of the charge to income should be accounted for as the consider
ation received on issuance of the stock.
15. In connection with financial statements, disclosure should be made as to the status of the
option or plan at the end of the period of report, including the number of shares under option, the
option price, and the number of shares as to which options were exercisable. As to options
exercised during the period, disclosure should be made of the number of shares involved and the
option price thereof.
One member of the committee, Mr. Mason, assented with qualification to adoption of
section (b) of chapter 13. One member, Mr. Knight, did not vote.
Mr. Mason assents only under the assumption that if an option lapses after the grantee
becomes entitled to exercise it, the related compensation shall be treated as a contribution by the
grantee to the capital of the grantor.
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APPENDIX C

PARAGRAPHS 6-8 DEFERRED COMPENSATION CONTRACTS
OPINIONS OF THE ACCOUNTING PRINCIPLES BOARD 12
OMNIBUS OPINION-1967
DEFERRED COMPENSATION CONTRACTS
6. APB Opinion No. 8, Accounting for the Cost of Pension Plans, applies to deferred com
pensation contracts with individual employees if such contracts, taken together, are equivalent to
a pension plan. The Board believes that other deferred compensation contracts should be ac
counted for individually on an accrual basis. Such contracts customarily include certain require
ments such as continued employment for a specified period and availability for consulting services
and agreements not to compete after retirement, which, if not complied with, remove the
employer’s obligations for future payments. The estimated amounts1 to be paid under each con
tract should be accrued in a systematic and rational manner over the period of active employment
from the time the contract is entered into, unless it is evident that future services expected to be
received by the employer are commensurate with the payments or a portion of the payments to be
made. If elements of both current and future services are present, only the portion applicable to
the current services should be accrued.
7. Some deferred compensation contracts provide for periodic payments to the employees or
their surviving spouses for life with provisions for a minimum lump-sum settlement in the event of
the early death of one or all of the beneficiaries. The estimated amount1 of future payments to be
made under such contracts should be accrued over the period of active employment from the time
the contract is entered into. Such estimates should be based on the life expectancy of each
individual concerned (based on the most recent mortality tables available) or on the estimated cost
of an annuity contract rather than on the minimum payable in the event of early death.
8. At the effective date of this Opinion, amounts1 pertaining to deferred compensation con
tracts with employees actively employed, which amounts have not been accrued in a manner
consistent with the provisions of the Opinion, should be accrued over the employee’s remaining
term of active employment. For purposes of transition, these amounts may be accrued over a
period of up to ten years if the remaining term of active employment is less than ten years.

1The amounts to be accrued periodically should result in an accrued amount at the end of the term of active employ
ment which is not less than the then present value of the estimated payments to be made.
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APPENDIX D

FASB INTERPRETATION NO. 3
ACCOUNTING FOR THE COST OF PENSION PLANS SUBJECT
TO THE EMPLOYEE RETIREMENT INCOME SECURITY ACT OF 1974
AN INTERPRETATION OF APB OPINION NO. 8
December, 1974
Introduction
1. The Employee Retirement Income Security Act of 1974 (commonly referred to as the
Pension Reform Act) became law on September 2, 1974. It is principally concerned with the
funding of pension plans, the conditions for employee participation and for vesting of benefits, and
the safeguarding of employees’ pension rights. Pension plans adopted after January 1, 1974 are
subject to the participation, vesting, and funding requirements of the Act for plan years beginning
after September 2, 1974. Pension plans in existence on January 1, 1974 are not subject to those
requirements until plan years beginning after December 31, 1975, unless earlier compliance is
elected.
2. The Financial Accounting Standards Board has analyzed the Act to determine whether
there is a need to reconsider APR O p in io n N o . 8 , “Accounting for the Cost of Pension Plans.” As a
result of that analysis, the Board has placed the overall subject of pension accounting, including
accounting and reporting by pension trusts, on its technical agenda. Pending completion of that
project, the Board is issuing this Interpretation to clarify the accounting for the cost of pension
plans covered by the Act.
Interpretation
3. A fundamental concept of A P B O p in io n N o . 8 is that the annual pension cost to be charged
to expense for financial accounting purposes is not necessarily determined by the funding of a
pension plan. Therefore, no change in the minimum and maximum limits for the annual provision
for pension cost set forth in paragraph 17 of A P B O p in io n N o . 8 is required as a result of the Act.
Compliance with the Act’s participation, vesting, or funding requirements may result, however,
in a change in the amount of pension cost to be charged to expense periodically for financial
accounting purposes even though no change in accounting methods is made. Paragraph 17 of A P B
O p in io n N o . 8 requires that “the entire cost of benefit payments ultimately to be made should be
charged against income subsequent to the adoption or amendment of a plan.” Consistent with that
requirement and with the minimum and maximum limits of paragraph 17 of A P B O p in io n N o . 8,
any change in pension cost resulting from compliance with the Act shall enter into the determina
tion of periodic provisions for pension expense s u b s e q u e n t to the date a plan becomes subject to
the Act’s participation, vesting, and funding requirements. That date will be determined either by
the effective dates prescribed by the Act or by an election of earlier compliance with the require
ments of the Act.
4. If, p r i o r to the date a plan becomes subject to the Act’s participation, vesting, and funding
requirements, it appears likely that compliance will have a significant effect in the future on the
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amount of an enterprise’s (a) periodic provision for pension expense, (b) periodic funding of
pension costs, or (c) unfunded vested benefits, this fact and an estimate of the effect shall be
disclosed in the notes to the financial statements.1
5. Based on an analysis of information presently available, the Board does not believe that
the Act creates a legal obligation for unfunded pension costs that warrants accounting recognition
as a liability pursuant to paragraph 18 of A P B O p in io n N o . 8 except in the following two respects.
First, an enterprise with a plan subject to the Act must fund a minimum amount annually unless a
waiver is obtained from the Secretary of the Treasury. If a waiver is not obtained, the amount
currently required to be funded shall be recognized as a liability by a charge to pension expense
for the period, by a deferred charge, or by a combination of both, whatever is appropriate under
A P B O p in io n N o . 8. Second, in the event of the termination of a pension plan, the Act imposes a
liability on an enterprise. When there is convincing evidence that a pension plan will be termi
nated, evidenced perhaps by a formal commitment by management to terminate the plan, and the
liability on termination will exceed fund assets and related prior accruals, the excess liability shall
be accured. If the amount of the excess liability cannot be reasonably determined, disclosure of
the circumstances shall be made in the notes to the financial statements, including an estimate of
the possible range of the liability.

Effective Date
6. This Interpretation shall be effective on December 31, 1974.
T h is I n t e r p r e t a t i o n w a s a d o p te d b y th e u n a n i m o u s v o te o f th e s e v e n m e m b e r s o f th e F i n a n c i a l
A c c o u n tin g S t a n d a r d s B o a r d f o l l o w i n g s u b m i s s i o n to th e m e m b e r s o f th e F i n a n c i a l A c c o u n tin g
S t a n d a r d s A d v i s o r y C o u n c il.

Marshall S. Armstrong,
Donald J. Kirk
Arthur L. Litke
Robert E. Mays
John W. Queenan
Walter Schuetze
Robert T. Sprouse

C h a ir m a n

1The Board recognizes that actuarial computations or other information may not be available in time to permit
disclosure of an estimate of the effect in notes to financial statements for fiscal periods ending in 1974 or early in 1975. If an
estimate cannot be furnished, an explanation shall be provided.
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APPENDIX E

STATEMENT OF POSITION ON ACCOUNTING PRACTICES FOR
CERTAIN EMPLOYEE STOCK OWNERSHIP PLANS
December 20, 1976
INTRODUCTION
1. The Employee Retirement Income Security Act of 1974 describes an Employee Stock
Ownership Plan (ESOP) as a qualified stock bonus plan, or a combination stock bonus and money
purchase pension plan, designed to invest primarily in “qualifying employer securities.”1 Qualify
ing employer securities include the employer’s stock and its other marketable obligations. The
essential differences between an ESOP and other qualified stock bonus plans are that (a) an ESOP
is permitted, in certain circumstances, to incur liabilities in the acquisition of employer securities
and (b) the employer may be permitted to increase his maximum allowable investment tax credit
by as much as an additional 1½% if that amount is contributed to an ESOP.
2. In some cases, funds are borrowed from a bank or other lender by the ESOP and are used
to acquire shares of stock in the employer company. The stock may be outstanding shares,
treasury shares, or newly issued shares, and is held by the ESOP until it is distributed to the
employees. (In some cases, an ESOP may issue notes to existing shareholders in exchange for
qualifying employer securities.) The stock may be allocated to individual employees even though it
may not be distributed to them until a future date. The debt of the ESOP is usually collateralized
by a pledge of the stock and by either a guarantee of the employer or a commitment by the
employer to make future contributions to the ESOP sufficient to meet the debt service require
ments. The employer company makes annual contributions to the ESOP that are deductible for
tax purposes, subject to the limitations of the Internal Revenue Code. Cash contributions and
dividends received are used by the ESOP to:
(a)
(b)
(c)
(d)
(e)

Satisfy the annual amortization of the outstanding debt principal.
Satisfy the annual interest costs on such debt.
Obtain short-term investments to provide for liquidity.
Pay other expenses.
Acquire additional shares of the employer company’s stock, to the extent of the excess,
if any, over that required by (a) through (d) above.

3. Several accounting and reporting issues have arisen with respect to those ESOPs that
borrow funds from a bank or other lender to acquire shares of stock in the employer company, or
that issue notes to existing shareholders in exchange for shares of stock.2 These issues are being
dealt with in practice in different ways. This Statement of Position has been issued because the
Division believes it is desirable to narrow the range of alternative accounting practices in this
area.

1E mployee Retirement Income Security Act of 1974, Title II, Subtitle B, Section 2003.
2This Statement of Position does not deal directly with ESOPs that might invest in qualifying employer securities
other than equity securities.
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4. Final regulations clarifying the rights and duties of the parties affected by an ESOP have
not been issued by the Internal Revenue Service. Readers of this Statement of Position should
also be cognizant of the content of such regulations, when they are issued.

ACCOUNTING FOR AN OBLIGATION OF AN ESOP
GUARANTEED BY THE EMPLOYER
Recording an ESOP’s Obligation
In the Employer’s Financial Statements
5. The Division believes that an obligation of an ESOP should be recorded as a liability in the
financial statements of the employer when the obligation is covered by either a guarantee of the
employer or a commitment by the employer to make future contributions to the ESOP sufficient
to meet the debt service requirements. The employer’s guarantee or commitment is, in substance,
the assumption of the ESOP’s debt and the related obligation to reduce that debt. The employer
has assumed these obligations either (a) to buy back its own shares (in the case where the ESOP
uses the loan proceeds to acquire previously outstanding shares) or (b) to finance additional
working capital or other fund needs (in the case where the ESOP uses the loan proceeds to acquire
previously unissued or treasury shares from the employer).
6. It does not follow from the above that assets held by an ESOP should be included in the
financial statements of the employer. Ownership of these assets rests in the employees, not in the
employer.

Recording the Offsetting Debit
To the Recorded Liability
7. The Division believes that the offsetting debit to the liability recorded by the employer
should be accounted for as a reduction of shareholders’ equity. Therefore, when new shares are
issued to the ESOP by the employer, an increase in shareholders’ equity should be reported only
as the debt that financed that increase is reduced. (The offsetting debit in shareholders’ equity in
this case is akin to the unearned compensation discussed in APB Opinion No. 25, paragraph 14.)
When outstanding shares, as opposed to unissued shares, are acquired by the ESOP, sharehold
ers’ equity should similarly be reduced by the offsetting debit until the debt is repaid.

Reducing the Recorded Liability
8. The Division believes that the liability recorded by the employer should be reduced as the
ESOP makes payments on the debt. The liability is initially recorded because the guarantee or
commitment is in substance the employer’s debt. Therefore, it should not be reduced until pay
ments are actually made. Similarly, the amount reported as a reduction of shareholders’ equity
should be reduced only when the ESOP makes payments on the debt. These two accounts should
move symmetrically.

MEASURING COMPENSATION EXPENSE
9.
The Division believes that the amount contributed or committed to be contributed to an
ESOP with respect to a given year should be the measure of the amount to be charged to expense
by the employer.3 Such contributions measure the amount of expense irrevocably incurred
whether or not they are used concurrently to reduce the debt guaranteed by the employer.
3This conclusion is also applicable to ESOPs that have not borrowed funds from a bank or other lender (or issued notes
to existing shareholders) to acquire shares of stock in the employer company.
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10. Since the debt of the ESOP is, in substance, the employer’s debt, the Division believes
that the employer should report separately the compensation element and the interest element of
the annual contribution, and should disclose the related interest rate and debt terms in the
footnotes to the financial statements. However, a significant minority within the Division believes
that the entire annual contribution should be reported as compensation expense.

REPORTING DIVIDENDS PAID
AND EARNINGS PER SHARE
11. The Division believes that all shares held by an ESOP should be treated as outstanding
shares in the determination of earnings per share. An ESOP is a legal entity holding shares issued
by the employer, whether or not those shares have been allocated to employee accounts.
12. Dividends paid on shares held by an ESOP should be charged to retained earnings. Such
dividends should not be included at any time in compensation expense.
13. A minority within the Division believes that when trust debt proceeds are transferred to
the employer corporation, a transaction of a predominantly financing nature has occurred. The
minority believes that shares should be considered outstanding for earnings per share calculations
only to the extent that they become constructively unencumbered by repayments of debt princi
pal. To do otherwise, according to this minority view, would result in an inconsistent and initially
excessive effect on earnings per share in that the total number of shares purchased by the ESOP
would be immediately included in the calculation of earnings per share, even though the related
compensation expense would be spread over a period of time on the basis of the employer’s
contribution to the trust. Consistent with this position, the minority would also charge dividends
to retained earnings only to the extent that trust shares are unencumbered. Any remaining
balance would be reported as additional compensation expense in the period the dividends were
declared.

OTHER MATTERS
Investment Tax Credit
14. The Division believes that the additional investment tax credit should be accounted for
(to the extent that it is available and utilized) as a reduction of income tax expense in the same
year in which the contribution to the ESOP is charged to expense, irrespective of the accounting
for the normal investment tax credit on property acquisitions.4 This additional credit arises from
the contribution to the ESOP, not solely from the property acquisitions of the employer.5

Applicability of APB Opinion No. 11
15. Excess contributions, as defined, made in any one year may be carried over to future
periods for income tax purposes. The Division believes that the financial statements of the
employer should reflect the tax effect of timing differences in accordance with APB Opinion No.
11.6

4See footnote 3.
5See also Section 101(c) of the Revenue Act of 1971.
6See footnote 3.
119

ACCOUNTING STANDARDS DIVISION
Accounting Standards Executive Committee
Robert S. Kay
Robert G. McLendon
Donald F. Moran
Lewis E. Rossiter
Edward J. Silverman
George R. Vogt
Charles A. Werner
Arthur R. Wyatt

Raymond C. Lauver,
Chairman
Hector R. Anton
Dennis R. Beresford
Charles Chazen
Harold Cohan
William H. Conkling, Jr.
William C. Dent

Accounting Standards Task Force On
Employee Stock Ownership Plans
Harry F. Reiss, Jr.,
Chairman

Fred L. Tepperman
George R. Vogt

AICPA Staff
Thomas P. Kelley, Director
Accounting Standards

NOTES
Statements of Position of the Accounting Standards Division are issued for the general
information of those interested in the subject. They present the conclusions of at least a majority
of the Accounting Standards Executive Committee, which is the senior technical body of the
Institute authorized to speak for the Institute in the areas of financial accounting and reporting
and cost accounting.
The objective of Statements of Position is to influence the development of accounting and
reporting standards in directions the Division believes are in the public interest. It is intended
that they should be considered, as deemed appropriate, by bodies having authority to issue
pronouncements on the subject. However, Statements of Position do not establish standards
enforceable under the Institute’s Code of Professional Ethics.
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